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INTRODUCTION 


The courts do not institute law suits. They can grap- 
ple with economic and human problems only to the ex- 
tent that issues are presented to them in proceedings 
instituted by others. In the late 1930’s when the crusad- 
ing spirit for social reform—that has become identified 
with the New Deal—had not yet been stilled by the 
problems created by World War II, a number of actions 
were commenced by both the Anti-Trust Division of the 
Department of Justice and the Federal Trade Commis- 
sion. These suits, based on the view that “the enforce- 
ment of free competition is the least regulation business 
can expect,” * constituted broad scale attacks on a series 
of allegedly monopolistic practices that had been per- 
mitted for decades to pervade entire industries constitut- 
ing fundamental segments of our economy. 

A half dozen of these cases, as well as a number that 
had been instituted by the Anti-Trust Division—at a time 
when it was guided by Wendell Berge, an advocate of 


* Member of the bar of the District of Columbia. 
+ Member of the bar of New York. 
1 PuBLIC PAPERS AND ADDRESSES OF FRANKLIN D. RooskEvett (1938) p. 313. 


[1] 
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vigorous anti-trust law enforcement’—were argued and 
decided during the 1947 Term of the Supreme Court. 
Both in number and in importance these “Trade Regu- 
lation” cases decided in the 1947 Term are without 
parallel in the history of any other single term of the Su- 
preme Court. Out of 119 written opinions, in all types 
of cases, 14 were devoted to subjects that are grouped 
within the amorphous term “Trade Regulation”; one of 
these was a patent suit* and 13 involved anti-trust law 
problems;* two of this latter type of case also presented 
questions under the Robinson-Patman Act.’ In view of 
the fact that these cases call for the resolution of conflict- 
ing economic views it is not surprising that the Justices 
of the Supreme Court were sharply divided.® Yet the 


2For an exposition of Mr. Berge’s views on the relation between the anti- 
trust laws and the structure of our economy see the following of his writings: 
Berge, EconoMic FREEDOM FOR THE WEsT (1946); CARTELS, CHALLENGE TO A 
Free Wortp (1944). 

3 Funk Seed Co. v. Kalo Inoculant Co., 333 U. S. 127, 68 Sup. Ct. 440, 92 L. 
ed. 414 (Feb. 16, 1948). 

United States v. National City Lines, 334 U. S. 573, 68 Sup. Ct. 1169, 92 
L. ed. 1115 (June 7, 1948) ; United States v. Columbia Steel Co., 334 U. S. 495, 
68 Sup. Ct. 1107, 92 L. ed. 1173 (June 7, 1948) ; United States v. United States 
District Court, 334 U. S. 258, 68 Sup. Ct. 1035, 92 L. ed. 1013 (May 24, 1948) ; 
Mandeville Island Farms, Inc. v. American Crystal Sugar Co., 334 U. S. 219, 
68 Sup. Ct. 996, 92 L. ed. 962 (May 10, 1948); Federal Trade Commission vy. 
Morton Salt Co., 334 U. S. 37, 68 Sup. Ct. 822, 92 L. ed. 948 (May 3, 1948) ; 
United States v. Paramount Pictures, Inc., 334 U. S. 131, 68 Sup. Ct. 915, 92 
L. ed. 882 (May 3, 1948); Schine Chain Theatres v. United States, 334 U. S. 
110, 68 Sup. Ct. 947, 92 L. ed. 871 (May 3, 1948); United States v. Griffith, 
334 U. S. 100, 68 Sup. Ct. 941, 92 L. ed. 864 (May 3, 1948); Federal Trade 
Comm. v. Cement Institute, 333 U. S. 683, 68 Sup. Ct. 793, 92 L. ed. 806 (April 
26, 1948) ; United States v. Scophony Corp., 333 U. S. 795, 68 Sup. Ct. 855, 92 
L. ed. 763 (April 26, 1948) ; United States v. U. S. Gypsum, 333 U. S. 364, 68 
Sup. Ct. 525, 92 L. ed. 552 (March 8, 1948); United States v. Line Material, 
333 U. S. 287, 68 Sup. Ct. 550, 92 L. ed. 510 (March 8, 1948); International 
— Co. v. United States, 332 U. S. 392, 68 Sup. Ct. 12, 92 L. ed. 55 (Nov. 10, 
1947). 

5 Federal Trade Commission v. Cement Institute; Federal Trade Commission 
v. Morton Salt Company, both cit. supra note 4. 

6 The following tabulation may serve to summarize the extent of the divisions 
among the Justices. 


Vin- Reed Black Mur- Doug- Rut- Jack- Frank- Bur- 
phy las ledge son furter ton 
Majority 12 9 11 12 2 2 9 
Dissents 1 1 1 1 1 3 7 5 
Special 
concurrences .... .... 1 1 1 1 2 5 
Non-participat- 
ing cae aa | eae D. toads. > <aiees rm 
Naturally the majority in each of the cases was not composed of the same 
Justices, nor were dissents always by the same Justices in each case. 
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divisions amongst the Justices in the cases decided this 
past Term were considerably less sharp than those that 
occurred in the cases decided in the 1946 Term;’ with a 
5 to 4 decision occurring in only one case this Term.* But 
this latter figure is perhaps misleading since that single 
decision may possibly transcend in importance a number 
of the Court’s other decisions. 

An indication of the overall trend of this past Term’s 
decisions of the Supreme Court in the “Trade Regula- 
tion” field may be seen from the fact that the majority 
opinions in 5 of the 14 cases were written by Mr. Justice 
Douglas. Mr. Justice Black wrote two on behalf of the 
majority; Mr. Justice Rutledge spoke for the Court in 3 
cases; Mr. Justice Reed likewise wrote 3 majority opin- 
ions, and Mr. Justice Jackson wrote 1, whereas neither 
Justices Frankfurter or Burton wrote any on behalf of the 
Court. Mr. Justice Frankfurter, however, continued to 
retain his position of “uniqueness” among the Justices, 
writing special concurring opinions in 5 cases, whereas 
only one Justice—Jackson—resorted to the special con- 
currence in as many as 2 cases. 

Analysis of the decisions of each of the Justices in the 
14 cases’ would appear to indicate the emergence of Mr. 
Justice Reed—who together with Chief Justice Vinson 
was with the majority in 13 out of the 14 cases—as the 
holder of the balance of power, in the present Supreme 
Court” in the type of case under discussion. The Court 
has tended to divide into two groups; one usually com- 
posed of Justices Douglas, Black, Murphy and Rutledge 
and the other alternatively led. by Justices Burton or 


7 See Zlinkoff and Barnard, The Supreme Court and a Competitive Economy 
1946 Term (1947) 47 Con. L. Rev., 914-952. 

8 United States v. Columbia Steel Co., 334 U. S. 219, cit. supra note 4. In all 
119 cases where written opinions were handed down there were 24 of the 5-to-4 
splits as compared with 26 such divisions in 142 cases rendered in the previous 
term (June 29, 1948), 16 U. S. L. W. 3383. 

® See supra note 6. 

10 A recent Note in the Yate L. J. would appear to have been “premature” 
in commenting “Reed has apparently lost his central position, but Burton’s wide- 
spread number of dissents may indicate that he is assuming the Reed mantle. 
..-” (1947) 56 Yate L. J. 1356, 1360, n. 12. 
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Frankfurter with less predictable adherence on the part 
of Justice Jackson or the Chief Justice. Indeed, in only 
two cases of the 14 was there a divergence between the 
position taken by the Chief Justice as compared with 
that of Mr. Justice Reed; in two different cases each of 
the Justices departed from the majority and joined the 
dissent by Justices Burton and Frankfurter. 

The key position occupied by Mr. Justice Reed emer- 
ged most clearly in the two cases where the Justices were 
most sharply divided. In the Line Material case’ Mr. 
Justice Reed wrote the Court’s opinion; his four con- 
curring colleagues joining in a separate written opinion 
by Mr. Justice Douglas, while Mr. Justice Burton ren- 
dered the dissenting opinion on behalf of himself, the 
Chief Justice and Justice Frankfurter—Mr. Justice Jack- 
son not participating. The Columbia Steel case’ saw 
Mr. Justice Reed writing for a five judge majority with 
Justices Douglas, Black, Murphy and Rutledge dissent- 
ing vigorously. 

With a single Justice tending to hold the balance of 
power in the conference room of the Supreme Court, it is 
natural that the Court's position is one characterized by 
fluidity and a considerable measure of unpredictability. 
Decisions rendered in the preceding term—Transparent 
Wrap, Yellow Cab and National Lead*—have this Term 
been either wholly or partially consigned to temporary, 
if not permanent oblivion. Even an opinion rendered at 
the beginning of this Term—that of Mr. Justice Jackson 
writing for the majority in the International Salt case*’— 
has its language “explained,” if not qualified, in a decision 
rendered at the end of the Term—The Columbia Steel 
majority opinion. All of which serves to emphasize the 


11 United States v. Line Material, 333 U. S. 287, cit. supra note 4; for a 
discussion of this case see infra at p. 33 et seq 
12 United States v. Columbia Steel Co., 334 %. S. 219, cit. supra note 4. 


18 For a discussion of these three decisions see Zlinkoff & Barnard, cit. supra 
note 7 at pp. 923-947. 


14 International Salt Co. v. United States, 332 U. S. 392, cit. supra note 4; 
for a discussion of this case see infra at p. 22 et seq. 
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importance of viewing the decisions in this field in their 
entirety. Consideration of the Court’s action in any single 
case must be predicated upon an appreciation of its inter- 
relation with the body of legislative and judicial law that 
has been constructed to deal with the issue of the extent to 
which effective free competition shall be preserved as 
the foundation of our economy. Regardless of the tra- 
ditional label specialists may apply to particular cases— 
patents, trademarks, anti-trust, Robinson-Patman, merg- 
ers or procedure—we submit that the underlying prob- 
lem in all of them is the same although it appears in 
many guises. 

Concrete illustration of this thesis is to be found in a 
study of the unusual variety of trade regulation decisions 
rendered by the Supreme Court during its 1947 Term. 
Whether basing point systems, patents, procedure, or the 
complex motion picture industry was the subject of the 
particular case, an understanding of the Court’s treat- 
ment of it calls for an examination of the other decisions 
this Term. Because of the limitations of space available 
in a single law review, it has been necessary to publish 
a study of this Term’s decisions in the form of separate 
articles appearing more or less simultaneously in different 
reviews. Each article has been presented as a separate 
treatment of its particular subject matter, but each article 
has been prepared on the assumption that a basic theme 
dominates all of the cases, necessitating a consideration 
of the interrelationships between them. 

One of the fourteen Supreme Court trade regulation 
decisions involved a totally unique procedural aspect of 
the apparently perpetual litigation involving monopoly 
power of the Aluminum Company and what should be 
done about it.** Lacking any significance either as a 
precedent or statement of principles, it has not been dis- 
cussed, but the thirteen other cases have been grouped 


15 + ae States v. United States District Court, 334 U. S. 258, cit. supra 
note 4. 
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according to subject matter. The entire study has divided 
into four articles. The present article will treat seven of 
the cases under the respective headings: Patents; Pro- 
cedural Difficulties and the Anti-Trust Laws; Patents 
and the Sherman Act. Appearing simultaneously with 
this present article are studies of the Columbia Steel case 
under the title “Mergers and the Anti-Trust Laws’; 
the Schine, Griffith and Paramount decisions under the 
title of “The Motion Picture Industry and the Anti- 
Trust Laws”; and the much publicized Cement and 
Morton Salt decisions are treated in an article that has 
appeared under the title “Basing Points, Quantity Dis- 
counts and the Anti-Trust Laws.” ** 


PATENTS 


In keeping with its usual custom of infrequently re- 
viewing patent decisions, the Supreme Court decided 
only one such case during the 1947 Term, declining to re- 
view three additional cases where Circuit Courts of Ap- 
peals had held patent claims valid and infringed.” But 


16 (1948) .... U. of Pa. L. Rev. 

17 (1948) .... YaLe L. J. 

18 (1948) 48 CoL. L. Rev. 985. 

19 Whitten Machine Works v. Reynolds, 167 F. (2d) 78 (C. C. A. 4th, 1948), 
cert. den., 334 U. S. 844 (June 14, 1948); General Motors Corp. v. Kessling, 
164 F. (2d) 824 (C. C. A. 8th, 1947), cert. den., 333 U. S. 855 (Feb. 15, 1948) ; 
National Slug Rejectors, Inc. v. A. B. T. Mfg. Corp., 164 F. (2d) 333 (C. C. 
A. 7th, 1947), cert. den., 333 U. S. 832 (Feb. 9, 1948); in a number of cases 
where the Circuit Courts sustained the validity of patent claims and found in- 
fringement no application for certiorari was made. See e.g. Hutzler Bros. v. 
Sales Affiliates, Inc., 164 F. (2d) 260 (C.C.A. 4th, 147) ; Leeds & Northrup Co. 
v. Doble Eng. Co., 159 F. (2d) 644 (C.C.A. Ist, 1947) ; Cusano v. Kutler, 159 F. 
(2d) 159 (C.C.A. 3d, 1947) ; applications for certiorari are now pending before 
the Supreme Court with respect to several important cases of this category. 
See e.g. Linde Air Products Co. v. Graver Tank and Manufacturing Co., 167 
F. (2d) 531 (C.C.A. 7th, 1948) ; Royal Typewriting Co. v. Remington Rand, 168 
F. (2d) 691 (C.C.A. 2d, 1948) ; there was almost a complete absence of any 
applications for certiorari in a number of cases where the Circuit Courts held 
patents invalid or uninfringed. See e.g. American Type Founders, Inc. v. Dex- 
ter Folder Co., 164 F. (2d) 118 (C.C.A. 2d, 1947) ; United Chromium Inc. v. 
Kohler Co., 159 F. (2d) 979 (C.C.A. 7th, 1947) ; ; in ‘the only single case of this 
category in which application for certiorari was made the Supreme Court denied 
it. National Pressure Cooker Co. v. Aluminum Goods Manufacturing, 162 F. 
(2d) 26 (C.C.A. 7th, 1947) ; cert. den., 332 U. S. 825 (1947) 

During the 1946 Term the Supreme Court denied certiorari in four cases 
where the Circuit Courts had held patents valid and infringed and had like- 
wise denied certiorari in six cases where the Circuit Courts had held patents 
either invalid or not infringed. In its 1945 Term certiorari was denied in five 
cases of the first category and in ten of the latter. 
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the single case—Funk Bros. Seed Co. v. Kalo Inoculant 
Co.”—decided by the Supreme Court may have a far 
reaching impact depending upon how far the reasoning 
of the majority opinion—written by Mr. Justice Douglas 
on behalf of six Justices—is carried. 

The patent in suit involved product claims covering a 
mixture of bacteria. For many years farmers had used 
bacteria to stimulate the nitrogen fixation function of 
leguminous plants but they were compelled to buy differ- 
ent strains of bacteria for each particular plant. The 
patentee was the first person to develop a product con- 
taining strains of‘bacteria that would not affect one anoth- 
er and thus the farmer was able to purchase one package 
for all types of plants instead of having to be extremely 
careful of the relationship between the strains of bac- 
teria purchased and the plant to which it was applied. 
The patentee had discovered that certain types of bac- 
teria do not inhibit or affect other types of bacteria and 
it was therefore possible to mix the various types together 
and sell them in a single product. The patent covered 
the broad claim of all types of such mixtures of bacteria 
for this particular purpose. 

The District Court held the patent invalid for want of 
“invention” but this decision was unanimously reversed 
by the Seventh Circuit Court of Appeals.” The Circuit 
Court of Appeals decision was predicated upon the view 
that the patentee had done “. . . much more than dis- 
cover a law of nature. He made a new and different 
composition, one contributing utility and economy to 
the manufacture and distribution of commercial inoc 
ulants.” ** The Seventh Circuit Court of Appeals enun- 
ciated the broad view that “. . . the discovery of a 
natural phenomenon, or of a quality or attribute of a well 
known article and application of that quality in a suc- 


20 Kalo Inoculant Co. v. Funk Bros. Seed Co., 333 U. S. 127, cit. supra note 3. 
21161 F. (2d) 981 (C.C.A. 7th, 1947). 
22 Id. at p. 986. 
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cessful combination which is of value to mankind, is 
entitled to patent protection.” * In its application for 
certiorari the defendant petitioner contended that patent 
in suit was of national public interest “as it monopolizes 
the present methods of raising clover, alfalfa, soy beans 

. . throughout the nation by use of inoculation of bac- 
teria to fix nitrogen in the plants.” Likewise it was 
claimed that many industries using bacteria in their 
operations such as the medicinal and pharmaceutical 
fields, the brewing industry, as well as the paint manu- 
facturers, would be affected by the decision.” 

A majority of the Justices of the Supreme Court took 
sharp issue with the Circuit Court of Appeals, reversed 
it, and held the patent invalid for want of “invention.” 
Six Justices held that the discovery that certain strains 
of each of the various species of bacteria could be mixed 
without harmful effect “. . . is no more than the dis- 
covery of some of the handiwork of nature and hence is 
not patentable . . . however, ingenuous the discovery 
of that natural principle may have been, the application 
of it is hardly more than an advance in the packaging 
of the inoculatants.” ** Mr. Justice Douglas points out 
that the patentee had produced no new bacteria, no new 
methods by which they operated, nor had their effective- 
ness been increased by the patentee; to allow the issuance 
of a patent in this situation would be tantamount to be- 
stowing the term “invention” upon “. . . the discovery 
of the natural principle itself . . . but we can not so 
hold without allowing a patent to issue on one of the 
ancient secrets of nature now disclosed.” * Mr. Justice 
Frankfurter concurred in the result on the ground that 
the patentee had failed to identify the particular strains 
of compatible bacteria agreeing that a claim of “inven- 
tion” can not be predicated upon the idea of combining 


28 Ibid. 

24 Petition for Certiorari, pp. 5, 11, n. 1. 
25 333 U. S. 127, 131, cit. supra note 3. 
26 Id. at p. 132. 
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compatible strains of all descriptions. But the Justice 
took occasion in writing his separate concurring opinion 
to sharply criticize the language of the majority opinion. 


It only confuses the issue, however, to introduce such terms 
as “the work of nature” and the “laws of nature.” For these are 
vague and malleable terms infected with ambiguity and equi- 
vocation.?7 


That the language of the majority opinion might be con- 
strued as an attack upon the validity of combination 
patents was of special concern to Justice Frankfurter. 
He points out that the mixture in suit 


. . . does in fact have the new property of multi-service ap- 
plicability. Multi-purpose tools, multivalent vaccines, vitamin 
complex composites, are examples of complexes whose sole new 
property is the conjunction of the properties of their components. 
Surely the Court does not mean unwittingly to pass on the 
patentability of such products by formulating criteria by which 
future issues of patentability may be prejudged.”* 


Mr. Justice Burton with the concurrence of Mr. Justice 
Jackson wrote a dissenting opinion the substance of 
which appears in its very first sentence “on the grounds 
stated by the Circuit Court of Appeals the judgment 
should be affirmed.” ” 

There would appear to be considerable merit to Mr. 
Justice Frankfurter’s criticism of the ambiguity inherent 
in the majority opinion’s use of terms like the “laws of 
nature.” If the objective of the majority opinion was to 
again raise serious doubts as to the validity of combina- 
tion patents—similar to the attack made on such patents 
in Mr. Justice Douglas’ majority opinion in the Mercoid 
cases”—it would have been preferable in the interest of 


27 Id. at pp. 134-5. 

28 Td. at p. 135. 

29 Td. at p. 135. 

30 Mercoid Corp. v. Mid-Continent Investment Co., 320 U. S. 661, 669, 64 
Sup. Ct. 268, 88 L. ed. 376 (1944). “The result of this decision, together with 
those which have preceded it, is to limit substantially the doctrine of contribu- 
tory infringement. What residuum may be left we need not stop to consider.” 
Mr. Justice Frankfurter in his dissenting opinion in that case at p. 678 sharply 
criticised this aspect of the majority opinion as going beyond “the necessities” 
of the case. This dissent called forth from Mr. Justice Black one of the sharp- 
est critical opinions ever written by one Justice about a contemporaneous Jus- 
tice. Id. at pp. 672-674. For a discussion of contributory infringement see Pal- 
mer, Contributory Infringement Since the Mercoid Cases (1947). 15 Geo. 
Wasu. L. Rev. 463. See also the articles cit. infra note 93. 
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clarity for the majority opinion to have so stated instead 
of employing language whose meaning and scope is diffi- 
cult of ascertainment. 


PROCEDURAL PROBLEMS AND THE ANTI-TRUST LAWS 


Three decisions rendered this term have indicated the 
determination of at least 6 of the present Justices not to 
let procedural technicalities be used by imaginative de- 
fense counsel as a means of defeating or delaying anti- 
trust litigation. The majority opinions in all three cases 
—United States v. Scophony Corp.,” United States v. 
National City Lines, Inc.” and Mandeville Island Farms 
v. American Crystal Sugar Co.* were lengthy and schol- 
arly essays by Mr. Justice Rutledge. Two of the cases 
involved the propriety of the particular venue“ chosen 
by the government in civil action to restrain alleged vio- 
lations of both Sections 1 and 2 of the Sherman Act, and 
the problem in both cases was resolved through a careful 
search of the legislative and judicial history of the stat- 
utory venue provision in order to determine “how far 
Congress meant to go and specifically,” ** whether it 
intended to exclude from the application of § 12 of the 
Clayton Act” the particular situations presented in the 
two litigations. The third case was a private treble 
damage anti-trust action which two of the Supreme Court 
Justices wanted to decide on a technical construction of 
the pleadings, but the majority decision was predicated 
upon a broad construction of the pleadings as well as 
the substantive scope of that commerce which is deemed 
within the coverage of the Sherman Act. 


31 333 U. S. 795, cit. supra note 4. 

32 334 U. S. 573, cit. supra note 4. 

33 334 U. S. 219, cit. supra note 4. 

84 The governing statutory venue provision is that “any suit, action, or pro- 
ceeding under the anti-trust laws against a corporation may be brought not only 
in the judicial district whereof it is an inhabitant, but also in any district where- 
in it may be found or transacts business; and all process in such cases may be 
served in the district in which it is an inhabitant or wherever it may be found.” 
Sec. 12 of the Clayton Act, 38 Stat. 736 (1914); 15 U. S. C. § 22 (1946). 

35 United States v. Scophony Corp., 333 U. S. 795, 804, cit. supra note 4. 

36 Quoted supra note 34. 
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In the Scophony case the precise question involved 
was whether or not a foreign corporation by virtue of a 
series of acts done on its behalf by agents in the South- 
ern District of New York subjected the foreign corpora- 
tion (a) to the jurisdiction of the federal courts in an 
anti-trust prosecution brought by the government; and 
(2) service of process in that judicial district. § 12 of 
the Clayton Act” states that anti-trust suits may be 
brought against corporations in any judicial district 
where it is “an inhabitant,” “may be found or transacts 
business” and it likewise provides that process in all such 
cases may be served in the district in which the corpora- 
tion “is an inhabitant or wherever it may be found.” The 
District Court applying some of the metaphysical juris- 
prudence—in which past decisions of the Supreme Court 
as well as the lower federal courts have enveloped the 
subject—concluded that the defendant foreign corpora- 
tion was neither “found” nor did it “transact business” 
within the judicial district. Therefore it held venue of 
the action was improperly laid against the defendant cor- 
poration and the defendant’s special motion to void serv- 
ice of process was granted.” A unanimous Supreme 
Court reversed, with Mr. Justice Rutledge speaking for 
7 of the Justices; Justices Jackson and Frankfurter con- 
curring in the result, with the latter Justice writing a 
special opinion. 

Finding as a matter of legislative history that § 12 of 
the Clayton Act®*® was intended to enlarge the remedial 
purpose of Section 7 of the original Sherman Act and 
utilizing several of the more intelligible Supreme Court 
decisions on the subject, Mr. Justice Rutledge concluded 
that the venue provision was to be interpreted 

. . . by substituting practical, business conceptions for the 


previous hair-splitting legal technicalities encrusted upon the 
“found”-“present”-“carrying-on-business” sequence.*® 

37 [bid. 

3869 Fed. Supp. 666 (S. D. N. Y. 1947). 

89 Seated supra note 34. 

40 United States v. Scophony Corp., 333 U. S. 795, 808, cit. supra note 4. 
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Applying this fundamental principle to a detailed con- 
sideration of the particular facts, the Court found that 
the foreign corporation was clearly subject to process 
under Section 12. 

We are unwilling to construe § 12 . . . to bring back the evils 
it abolished, for situations not foreclosed by prior decisions, and 
thus to defeat its policy together with that of the anti-trust laws, 
so as to make another amendment necessary.** 

Mr. Justice Frankfurter’s concurring opinion is a 
rather unusual document. He abstained “. . . from 
joining the Court’s opinion not because I am in disagree- 
ment with what is said but because I am not prepared to 
agree.” ** He is not “. . . prepared to agree because” 


he did not wish to predict “the bearing of the Court’s 
discussion upon situations not now before us. . . .** Since 
he does not “. . . know where the opinion in this case 
will take” him he reaches the same result as the majority 
by recognizing that corporations “transact business” and 
are “found . . . somewhere by attributing to the cor- 


poration of what human beings do for it.” “* He warns 
that legal reasoning “. . . must be on its guard not to 
oversimplify. Dangers also lurk in overcomplicating.” “° 
Careful search of the majority opinion fails to reveal any 
theorizing except for the statement that practical every 
day business or commercial definitions for the terms 
found in the venue provisions should be substituted for 
“hair-splitting legal technicalities.” “* Does Mr. Justice 
Frankfurter object to this judicial approach? Or does 
he object to the majority’s rejection of a construction of 
§ 12 that would “bring back the evils it abolished . 

and thus . . . defeat its policy, together with that of the 
anti-trust laws . . .”?“ 


41 Id. at p. 817. 

427d. at p. 819. 

43 Ibid. 

44 Id. at p. 820. 

45 Ibid. 

46 333 U. S. 795, 808, cit. supra note 40. 
47 Id. at p. 817. 
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The practical definition which the Supreme Court has 
given the venue provision of the anti-trust acts in the 
Schophony decision may be of considerable help in elim- 
inating the difficulties which the government has had in 
obtaining jurisdiction over and service of process upon 
foreign participants in cartel arrangements that affect 
the trade and commerce of this country.“ 

The National City Lines* case presented squarely the 
question of whether or not § 12” was subject to judicial 
qualifications by the application of the doctrine of forum 
non conveniens. ‘The government had instituted both 
criminal and civil’ proceedings against the defendants 
charging them with violations of both Sections | and 2 
of the Sherman Act. In both types of proceedings, de- 
fendants’ counsel sought dismissal of the actions in the 
District Court where they had been commenced upon a 
plea of forum non conveniens. Believing that the broad 
application given the doctrine in two cases decided by 
the Supreme Court in 1946” required its application in 
the proceedings before him a conscientious District Judge 
granted the defendants’ motion in both the criminal and 
civil actions.” The government did not appeal the 
granting of the motion in the criminal action—because 
under Rule 21b of the Federal Criminal Procedure Rules 


48 For a discussion of the jurisdictional problems arising in cases involving 
international cartels see Oseas, Anti-Trust Prosecutions of International Business 
(1944) 30 Corn. L. Q. 42; Consent Decrees and Absent Cartel Participants 
(1947) 56 Yate L. J. 396; (1945) Note 44 Micu. L. Rev. 169; (1945) Note 31 
Va. L. Rev. 946. See also De Beers Consolidated Mines v. United States, 325 
U. S. 212, 65 Sup. Ct. 1130, 89 L. ed. 1566 (1945). 

49 334 U. S. 574, cit. supra note 4. 

50 Quoted supra note 34. 


51 Koster v. Lumbermen’s Mutual Casualty Co., 330 U. S. 518, 67 Sup. Ct. 
828, 91 L. ed. 1067 (1946) ; Gulf Oil Corp. v. Gilbert, 330 U. S. 50, 67 Sup. Ct. 
839, 91 L. ed. 1055 (1946) ; an able study of the relation between these decisions 
and the doctrine of forum non conveniens as applied by the federal courts ap- 
pears in Braucher, The Inconventent Federal Forum (1947) 60 Harv. L. Rev. 
908; a general historical study of the doctrine as — in both state ey 
federal courts is Barrett, The Doctrine of Forum Non Conveniens, (194 


35 Catir. L. Rev. 380; on the Koster and Gulf Oil cases specifically see (i947 
Note 56 Yate L. J. 1234-1250. 


52 For the opinion in the criminal case see 7 F. R. D. 393 (S. D. Cal. 1947); 
for the opinion in the civil case see 7 F. R. D. 456 (S. D. Cal. 1947). 
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it was probably nonappealable.* But it did appeal the 
granting of the motion in the civil action and the Supreme 
Court reversed the lower court. Justice Rutledge writ- 
ing for 6 Justices; Mr. Justice Jackson concurring in 
the result with a short separate opinion; but with Justices 
Frankfurter and Burton dissenting in an opinion by the 
former. Reiterating the views expressed in the Sco- 
phony majority opinion, as to the intent and effect of 
Section 12, the legislative history of Section 12 is re- 
viewed in detail to demonstrate that it was designed “to 
aid plaintiffs by giving them a wider choice of venues 
and thereby to secure a more effective, because more con- 
venient, enforcement of anti-trust prohibitions.” “ 


In the face of this history we cannot say that room was left 
for judicial discretion to apply the doctrine of forum non con- 
veniens so as to deprive the plaintiff of the choice given by the 
section. That result, as other courts have concluded, would be 
utterly inconsistent with the purpose of Congress in conferring 
the broader range of choice. Tivoli Realty v. Interstate Circuit 
167 F. (2d) 155 (C.C.A. 5th, March 18, 1948); Ferguson v. 
Ford Motor Co., 77 F. Supp. 425 (S.D.N.Y., April 21, 1948). 

In this view of Congress’ action, numerous considerations of 
policy urged by the appellees as supporting the discretionary 
power’s existence and applicability become irrelevant. Congress’ 
mandate regarding venue and the exercise of jurisdiction is bind- 
ing upon the federal courts. Const. Art. III, § 2. Our general 
power to supervise the administration of justice in the federal 
courts, cf. McNabb v. United States, 318 U. S. 332, does not 
extend to disregarding a validly enacted and applicable statute 
or permitting a departure from it, even in such matters as 
venue.” 


The majority opinion then referred to two basic policy 
considerations which it deemed affected the question of 
the power of the federal courts to apply the doctrine “if 
Congress had not concluded” ™ the question: (1) appli- 
cation of the doctrine to anti-trust cases would inevitably 
lengthen the time required for their disposition. In spite 


58 Cf. Semmel v. United States, 158 F. (2d) 229 (C. C. A. Sth, 1946). On 
the nonappealability see the remarks of Mr. Justice Rutledge writing for the 
Supreme Court in reversing the application of the doctrine in the civil suit, 
United States v. National City Lines, 334 U. S. 573, cit. supra note 4. 

54 United States v. National City Lines cit. supra note 53 at p. 586. 

55 Td. at pp. 588-589. 

58 Id. at p. 589. 
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of all the expedition afforded these actions, the majority 
recognized that they “are notoriously, though often per- 
haps unavoidably, long drawn out;”™ (2) from a prac- 
tical standpoint the doctrine would be difficult to apply 
in cases where the violations charged “are nationwide, 
or nearly so in scope and effect, and the defendants are 
numerous companies widely scattered” in their activities. 
The result might be that a particular case could be 
bounced from court to court “. . . a practical result 
might well be to establish a merry-go-round of litigation 

. . which could be used to defer indefinitely considera- 
tion of the merits.””* 

Concerning the Supreme Court’s own decisions in the 
Gulf Oil and Koster cases—upon which the District 
Court had heavily relied—the majority opinion states 
that “whatever (their) scope” they are subject to “one 
invariable, limiting principle” namely, whether Congress 
has vested courts with jurisdiction and has given liti- 
gants “right of choice among them which is inconsistent 


with the exercise by those courts of discretionary power 
to defeat the choice so made. . . .”” Whether such a 
right has been granted is “to be decided,” by careful con- 
sideration of 


. . whether the legislative purpose and the effect of the language 
used to achieve it were to vest the power of choice in the plain- 
tiff or to confer power upon the courts to qualify his selection.*° 

Mr. Justice Jackson, author of the majority opinions— 
4 Justices dissenting—in both the Gulf Oil and the 
Koster cases, wrote a short concurring opinion stating 
that his opinions in these cases contained the distinction 
between general and special venue statutes and while this 
may be “. . . overly simple from the viewpoint of the 
dialectician . . . as working tools of everyday craftsmen 
they do serve to point out a difference which I think 

8 Id. at p. 590. 

58 Id. at pp. 591-592. 


59 Td. at pp. 596-597. 
60 Jd. at p. 597. 


2 
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governs here.” Furthermore, Justice Jackson points to 
several sections of the Sherman Act “which check any 
abuse or oppression from compelling defendants to de- 
fend in places remote from their habitat.” ** Thus any 
party, who is not either an inhabitant “or transacting 
business” or “found” in a particular district in which the 
action is commenced, can only be brought in when it 
appears to the Court “that the ends of justice require that 
they be brought before the Court.” From this statutory 
scheme Justice Jackson concludes that “Congress has here 
provided a practice by which any defendant, who has not 
subjected himself to suit in the district, may obtain the 
same protections which the forum non conventens doc- 
trine would afford.” © 

Mr. Justice Frankfurter wrote a dissenting opinion 
stating that he and Mr. Justice Burton failed to find any- 
thing in the scheme of the anti-trust acts or their legisla- 
tive history which precluded the exercise of judicial dis- 
cretion “where ‘the interests of justice’ commands it.” “ 
The proposal is advanced that “Federal judges ought to 
be of a calibre to be able to thwart obstructive tactics by 
defendants” and they therefore should “not be denied all 
power to check attempted unfairness by a too zealous 
Government.” * The disdain evidenced by Mr. Justice 
Frankfurter for the majority’s practical approach is 
shown by his comment that he found nothing in the anti- 
trust acts even comparable “. . . to the considerations 
which led this Court to conclude that the provisions of 
the Federal Employers Liability Act were designed to 
give railroad employees a privileged position in bringing 
suits under that Act.” © 

Less than three weeks after the Supreme Court’s deci- 
sion in the National City Lines case was handed down 

po a p. 598. 

8 Ibid. 

% Id. at p. 601. 


8 [bid. 
8 Ibid. 
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legislation enacting a new Federal Judicial Code became 
law.” The new Code contains the following section cov- 
ering “Change of Venue” 


(a) For the convenience of parties and witnesses, in the inter- 
est of justice, a District Court may transfer any civil action to 
any other district or division where it might have been brought. 


(Sec. 1404). 

Has the enactment of this section repealed the Supreme 
Court’s decision in the National City Lines case? A\l- 
though other sections of the new proposed Judicial Code 
were the subject of extensive controversy, this section is 
not discussed in any-of the Congressional debates, nor 
does it have any legislative history except for a comment 
in the Reviser’s Notes which expressly states that the 
section “was drafted in accordance with the doctrine of 
forum non conveniens . . . as an example of the need 
of such a provision see Baltimore & Ohio R. Co. v. Kip- 
ner, 1941, 62 S. Ct. 6, 314 U. S. 44.” The legislation 
contains a list of the laws repealed but none of these in- 
clude the special venue provisions in the Sherman or 
Clayton Acts, nor even of the Federal Employers Liabil- 
ity Act. Under these circumstances can it be said that 
Congress intended to qualify the power of choice given 
a plaintiff by the venue provisions of the anti-trust acts 
by conferring “power upon the Courts to qualify his 
selection”? We do not think that the enactment of the 
new Code should be construed as an overruling of the 
National City Lines decision,—in the absence of clearer 
and more specific evidence of Congressional intent to 
accomplish such a result—and thereby obstruct the pros- 
ecution of anti-trust litigation in the manner so clearly 
outlined by Mr. Justice Rutledge.” It is regrettable, 
however, that the Department of Justice apparently did 


87 Act June 25, 1948, c. 646, Pub. L. No. 773, 62 Stat. 869 (1948) ; see Note, 
The Proposed Revision of the Federal Code (1947) 60 Harv. L. Rev. 424 
which throws, however, little light on the specific subject of Sec. 1404 (a), see 
p. 435; Braucher cit. supra note 51, at pp. 933-938 and n. 12. 

68 On October 12, 1948 Judge Yankwich ruled that venue in a civil anti-trust 
action may be changed under Sec. 1404 (a) of the Judicial Code. United States 
v. National City Lines 17 U. S. L. W. 2167. 
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not propose a specific reservation with respect to the 
anti-trust laws while the new Judicial Code was winding 
its lengthy passage through Congressional enactment. 
And it is quite probable that as a result of the Department 
of Justice’ failure to clarify the question the enactment 
of Section 1404(a) is going to result in relitigation of the 
issue decided by the Supreme Court in the National City 
Lines case. Now the problem will be greatly compli- 
cated by the fact that under Section 1404(a) either the 
granting or denial of motions to transfer on the grounds 
of forum non conveniens is probably a nonappealable in- 
terlocutory order.” 

Mandeville Island Farms v. American Crystal Sugar 
Co.” is the last of the trio of cases that we are considering 
in this section. The suit was brought by a local Cal- 
ifornia beet sugar grower who charged the defendant 
refiners—constituting the only purchasers of beet sugar 
in the California area—with having combined among 
themselves to pay a uniform price to all sugar beet 
growers. Defendants refined the beets through ex- 
tensive manufacturing operations in California and then 
sold the sugar end product in interstate commerce. Both 
lower courts had dismissed the complaint for failing to 
state a cause of action under the Sherman Act on the 
ground that the complaint charged a conspiracy which 
affected purely local trade and not interstate commerce. 

Seven Justices of the United States Supreme Court 
joined in reversing and holding that the complaint stated 
a cause of action under both Sections 1 and 2 of the Sher- 
man Act. The concept of commerce ruled to be within 
the scope of the Sherman Act was given a meaning co- 
extensive in breadth with that which the Supreme Court 


®9 See Braucher cit. supra note 51 at pp. 937-938. “Perhaps the most attrac- 
tive aspect of the new statute is the possibility that it will prevent the sort of 
delay which took place in the Gilbert Case, where the litigation was suspended 
for two years pending final determination of the proper forum. . . . Under the 
proposed statute it seems that an order granting or denying a motion to trans- 
fer would not be appealable either as a final decision or as an order granting or 
denying an injunction.” 

70 334 U. S. 219, cit. supra note 4. 
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since 1936 has used to test Congressional power to regu- 
late such commerce. The lower courts’ decisions and the 
defendants’ arguments were deemed to constitute “ . . . a 
reversion to conceptions formerly held but no longer ef- 
fective to restrict either Congress’ power... or the 
scope of the Sherman Act’s coverage... .” The ma- 
jority opinion carefully traces the Supreme Court’s deci- 
sions on the meaning and scope of interstate commerce 
during the last forty years and concludes that 


. . . the inquiry whether the restraint occurs in one phase or 
another . . . of the total economic process is now merely a pre- 
liminary step . . . the vital question becomes whether the effect 
is sufficiently substantially adverse to Congress’ paramount pol- 
icy ... if so the restraint must fall. . . .”* 

Mr. Justice Jackson wrote a dissenting opinion, con- 
curred in by Mr. Justice Frankfurter which did not take 
issue with the majority’s opinion as to the substantive 
scope of that commerce which was within the applica- 
tion of the Sherman Act but differed from the majority 
solely on a pleading point. The dissent charged that the 
majority opinion was based on factual assumptions “‘dis- 
claimed in the Court below” referring to a stipulation 
which eliminated the charge in the complaint that the 
illegal price fixing agreement affected the price of sugar 
in interstate commerce. The dissent would have done 
credit, perhaps, to the Justices, if they had been writing 
in the Eighteenth Century, when pleading rules were an 
art designed to defeat justice, but the spectacle is an an- 
achronism in this day and age. 


PATENTS AND THE SHERMAN ACT 


The relationship between the rights and privileges of 
a patent owner and the prohibitions of the Sherman Act 
continue to be matters of great importance in decisions of 
the Supreme Court. In recent years patent questions be- 
fore the Court have tended to relate to the kind of relief 


71 Td. at p. 229. 
72 Td. at p. 234. 
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which should be granted when a patent has been used in 
violation of the anti-trust laws.’* This Term, however, the 
emphasis shifted and in three important decisions the 
Court dealt primarily with questions of substantive law 
—the manner in which and the extent to which a patent 
can be used to restrain competition without running 
afoul of the prohibitions of the Sherman Act? 

In one of these cases the Court was unanimous on the 
issue of substantive law but there was a split among the 
Justices upon the scope of the decree that may be entered 
by the lower court. In this case, International Salt Co. v. 
United States,"* the Supreme Court considered the appli- 
cation of the Sherman Act to a case in which a patent 
owner was using his patent to control competition in un- 
patented materials."* In a long line of familiar cases the 


Court had held that the misuse of patents to control com- 
petition in unpatented materials was contrary to the pub- 
lic interest and that a patentee who misused his patent in 
that manner could not enforce the patent against an in- 


fringer.” No case had arisen before the International 
Salt case in which the Court was asked to determine 
whether a misuse of a patent to obtain a preferential posi- 
tion in the sale of unpatented materials was a violation of 
the Sherman Act, and if so, whether such conduct was 
illegal per se or whether the Court would inquire into the 
reasonableness of the restraint or the amount of unpat- 


73 Zlinkoff and Barnard, op. cit. supra note 7 at pp. 933 et seq. 

74 332 U. S. 30, cit. supra note 4. The International Salt case is discussed: 
Note The Pit and the Patentee: Tying Clauses as Anti-Trust Violations Per 
Se. (1948) 57 Yate L. J. 1298; Note Tying Restrictions: Changing Standards 
of Legality (1948) 48 Cot. L. J. 733; Note Illegality Per Se of Partial Exclu- 
ston From Market (1948) 15 U. or Cut. L. Rev. 974. 

75 One of the authors, R. C. Barnard, briefed and argued the International 
Salt case for the government in the District Court. United States v. Inter- 
national Salt Co., 6 F. R. D. 302 (S. D. N. Y. 1946). He likewise handled 
the procedural aspects of the appeal to the Supreme Court for the government, 
but he left the Department of Justice before the case was briefed and argued 
in the Supreme Court. 

76 Mercoid Corp. v. Minneapolis-Honeywell Co., 320 U. S. 680, 64 Sup. Ct. 
278, 88 L. ed. 396 (1944); Mercoid Corp. v. Mid-Continent Investment Co., 
320 U. S. 661, 64 Sup. Ct. 268, 88 L. ed. 376 (1944); B. B. Chemical Co., v. 
Ellis, 314 U. S. 495, 62 Sup. Ct. 406, 86 L. ed. 367 (1942); Morton Salt Co., 
v. G. S. Suppiger Co., 314 U. S. 488, 62 Sup. Ct. 802, 86 L. ed. 363 (1942) ; 
Leitch Mfg. Co. v. Barber Co., 302 U. S. 458, 58 Sup. Ct. 288, 82 L. ed. 371 
(1938) ; Carbice Corp. v. American Patents Corp., 283 U. S. 27, 51 Sup. Ct. 
334, 75 L. ed. 819 (1931). 





PATENTS PROCEDURE AND THE SHERMAN ACT 21 


ented goods so affected. The case also dealt with the 
question as to the type of decree that should be entered, 
assuming the conduct has been found to be unlawful. 


United States v. Line Material Co." and United States 
v. U. S. Gypsum Co.” both involved the same basic issue 
whether a patentee may fix the prices at which multiple 
licensees sell the patented product. In both cases the 
government asked the Court to overrule the decision in 
United States v. General Electric Co.” In the General 
Electric case the Supreme Court held that a patentee 
could lawfully fix the. prices at which a licensee sold the 
patented goods. This rule established by the decisions of 
the Court in the General Electric case and Bement v. 
National Harrow Co.” has been attacked by the govern- 
ment in previous cases in the Supreme Court.” The 
Court re-examined the rule of the General Electric case 
in the Line Material * case with sharp divisions in the 
Court leading to three opinions. In the Gypsum*™ case 
the Court unanimously held illegal a series of patent li- 
cense agreements by means of which the gypsum wall- 
board industry was “stabilized” and price competition 
eliminated; the majority opinion in behalf of eight 
Justices also dealt with the right of the United States to 
attack the validity of a patent in an anti-trust proceeding, 
Justice Frankfurter dissenting as to this aspect of the 
opinion. 

77 333 U. S. 287, cit. supra note 4. 

78 333 U. S. 364, cit. supra note 4. 

79 272 U. S. 476, 47 Sup. Ct. 192, 71 L. ed. 362 (1926). 

80 186 U. S. 70, 22 Sup. Ct. 747, 46 L. ed. 1048 (1902). 

81In the Brief for the United States (pp. 45, et seq.) in United States v. 
Univis Lens Co., Inc., 316 U. S. 241, 62 Sup. Ct. 1088, 86 L. ed. 1408 (1942), 
the United States asked that the Supreme Court overrule that part of the opin- 
ion in the General Electric case dealing with the validity of a price fixing pro- 
vision in a patent license agreement. Earlier, in a note in its brief in Ethyl 
Gasoline Corp. v. United States, 309 U. S. 436, 60 Sup. Ct. 618, 84 L. ed. 852 
(1940), the government said that in an appropriate case it would ask the Su- 
preme Court to reconsider the decision in the General Electric case, pp. 71-72, 
n. 33. In United States v. Masonite Corp., 316 U. S. 265, 62 Sup. Ct. 1070, 
86 L. ed. 1461 (1942), the United States asked the Supreme Court to reconsider 


and overrule that part of the General Electric case upholding the legality of 


the price fixing provisions in an agency contract. Brief for the United States 
(pp. 98-108) 


82 333 U. S. 287, cit. supra note 4. 
83 333 U. S. 364, cit. supra note 4, 
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The International Salt Case 


International Salt Co. v. United States involved a 
short record and a simple set of facts. International Salt 
is the largest producer in the United States of salt for 
industrial and other uses. It owns patents on two ma- 
chines which it leases to users of industrial salt. The first 
machine, a Lixator, is used to produce brine solution for 
use in industrial processes such as refrigeration, meat 
packing and laundering. Unpatented rock salt is dissolved 
in the machine in such a way as to produce a continuous 
supply of salt solution. The second machine, called a 
Saltomat, deposits unpatented salt tablets into canned 
products in the process of canning. 

International Salt entered into nearly 900 lease agree- 
ments covering the two machines. Most of the agreements 
were on standard forms, one form for the Lixator and one 
for the Saltomat.* The most important provision in the 
leases required the lessee to purchase its supply of un- 
patented salt from International Salt. The sanction was 
a cancellation clause which permitted the company to 
terminate the lease if salt was purchased from a com- 
petitor. 

The government’s complaint charged that by means of 
the tying clause leases the company had misused its pat- 
ents to control competition in unpatented salt in violation 
of both Section 1 of the Sherman Act® and Section 3 of 
the Clayton Act. ‘The case was heard on the govern- 


84 332 U. S. 392, cit. supra note 4. 

85 The form Lixator agreements were leases of indefinite duration which pro- 
vide a rent for 5 years and a rent of $1 per year thereafter. The Saltomat 
agreements were also leases of unlimited duration; rental to be agreed on. 

8626 Stat. 209 (1890), 15 U. S. C. §1 (1946). That section provides in 
part: “Sec. 1. Every contract, combination in the form of trust or otherwise, 
or conspiracy, in restraint of trade or commerce among the several states, or 
with foreign nations, is hereby declared to be illegal. . . 

8728 Stat. 730 (1914), 15 U. S. C. §14 (1946). That section provides in 
part: “That it shall be unlawful for any person engaged in commerce, in the 
course of such commerce, to lease . . . machinery . . . or other commodities, 
whether patented or unpatented, for use . . . within the United States . . . on 
the condition, agreement or understanding that the lessee . . . shall not use or 
deal in the goods, merchandise, machinery, supplies or other commodities of a 
competitor . . . of the lessor . . . where the effect . . . may be to substantially 
lessen competition or tend to create a monopoly in any line of commerce.’ 
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ment’s motion for a summary judgment and the record 
before the Court consisted of copies of the contracts, and 
the undisputed facts concerning the character of the com- 
pany’s business. The amount of the commerce upon which 
the tying clause leases operated was shown by the admit- 
ted fact that in one year the company sold 19,000 tons of 
salt with a value of $500,000 for use in the patented ma- 
chines. The government did not attempt to show and the 
record did not indicate the proportion of the industrial 
salt business done by International Salt or the proportion 
of the company’s business which was controlled through 
the tying clause leases. 

The company’s defense rested on two grounds: First, 
the company argued the tying clauses were not illegal 
per se and the government had failed to show that the 
tying clause contracts were unreasonable restraints upon 
competition. In that connection it alleged that it had not 
refused to lease free of restrictions if the customer ob- 
jected to the tying clause. The company also relied on 
the fact that it had not “policed” the agreements and that 
most of the leases contained an “escape clause” allowing 
the lessee to purchase salt from competitors if the com- 
pany refused to meet the competitor’s price.” Secondly, 
the company argued that the restrictions in the lease 
agreements were reasonable and necessary to the protec- 
tion of its good will. 

The reader will recognize that the facts in the Inter- 
national Salt case are almost identical with the facts in 
Morton Salt Co. v. Suppiger Co.,” one of the important 
decisions in the line of cases in which the Supreme Court 
refused to enforce a patent against an infringer when the 


88 The Lixator leases provided that if the lessor was unprepared to meet a 
competitor’s price for rock salt, the lessee may continue to use the machine 
with salt purchased in the open market, until such time as the lessor furnishes 
salt at the “competitive price ;” the relevant clause is quoted in full, International 
Salt Co. v. United States, 332 U. S. 392, 394, n. 5, cit. supra note 4. 

The Saltomat leases merely gave the lessee the benefit of any price reduction 
= — might make for salt tablets; the relevant clause is quoted. Jd. at p. 

/ & 2 
89 314 U. S. 488, cit. supra note 76. 
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patentee was using his patent to sell unpatented mate- 
rials.” Because of the similarity in facts, the Morton Salt 
case provides a good point of departure for an examina- 
tion of the legal issue decided in the International Salt 
case. 

In the Morton Salt case the patentee leased patented 
machines for depositing unpatented salt tablets in the 
canning process, subject to an agreement that only the 
lessor’s salt tablets be used in the machines. The Supreme 
Court dismissed an infringement action brought against 
an alleged infringing manufacturer of the machines on 
the ground that the patentee was using its patents by the 
agreements to secure a limited monopoly over the un- 
patented salt tablets beyond the scope of the patent grant. 
Enforcement of the patent was denied on the ground that 
maintenance of the suit is “contrary to public policy.” ” 
The opinion noted that in these circumstances it was 
unnecessary to decide whether the Morton Salt Company 
had violated Section 3 of the Clayton Act.” 


The Morton Salt case was followed and applied by the 
Supreme Court in a series of well known decisions deny- 
ing relief in patent infringement suits because of business 
practices by a patentee which were designed to channel 
through itself the sale of unpatented materials used in the 
patented devices or constituting a part of the patented 


93 


combination.” The question how these cases would be 
logically applied by the Supreme Court was raised by the 
decision of the Supreme Court last Term in Transparent 


90 The leading cases are cited, supra note 76. 

91 314 U. S. 488, 494, cit. supra note 76. 

82 Id. at p. 494, see also p. 490. The text of Section 3 of the Clayton Act is 
set out supra note 87. 

93 B. B. Chemical Co. v. Ellis, Mercoid Corp. v. Mid-Continent Investment 
Co., Mercoid Corp. v. Honeywell Co., all supra note 76. For a discussion of 
issues raised by these cases see Zlinkoff, Monopoly v. Competition (1944) 53 
Yate L. J.514; Zlinkoff and Barnard, supra note 7, Wood, The Tangle of Mer- 
coid Case Implications (1944) 13 Geo. Wasu L. Rev. 61, Bateman, Should 
Antitrust Law Penalties or Unenforcability of the Patent Monopoly Be In- 
voked for Misuse of the Patent Grant (1947) 29 JourNaL, Pat. Soc. 16. 
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Wrap-Machine Corp. v. Stokes & Smith Co." In that 
case, the Supreme Court in a five to four decision held, 
for reasons which are difficult to understand, that the 
rule of the Morton Salt case against misuse of patents is 
not applicable in a situation where a patent license agree- 
ment required the licensee to assign improvement patents 
to the patentee. In spite of the fact that the majority 
opinion in the Transparent Wrap case referred with ap- 
parent approval to the Morton Salt line of cases, a seri- 
ous question was raised as to whether the decision in effect 
marked a retreat from the broad position previously taken 
by the Supreme Court against the use of patents to sell 
unpatented goods or devices. The International Salt case 
dispelled these fears and restored the Morton Salt line 
of cases to their full vigor. 

The International Salt complaint was filed in 1945, two 
years before the Transparent Wrap decision. The govern- 
ment sought to have the tying clauses declared illegal 
per se under Section 1 of the Sherman Act, and it also 
charged violation of Section 3 of the Clayton Act. 

The trial court granted the government’s motion for 
summary judgment, holding that the tying clauses vio- 
lated both Section 1 of the Sherman Act and Section 3 
of the Clayton Act.* In his opinion Judge Rifkind, the 
trial judge, analyzed the reasoning of the improper-use 
cases which, in his view, pointed to the conclusion that 
these tying clauses were illegal per se under Section 1 of 
the Sherman Act, but he did not rest his decision on that 
ground, despite an expressed preference for that view, 
because of decisions of the Supreme Court in the Sin- 

94 329 U. S. 637, 67 Sup. Ct. 610, 91 L. ed. 563 (1947). The Transparent 
Wrap case is discussed and criticized in Zlinkoff and Barnard, supra note 7 at 
pp. 923-926. The decision in the Transparent Wrap case was narrowly con- 
fined to the facts in that case by Justice Douglas, the author of the Transparent 
Wrap opinion, in his opinion on behalf of the majority this Term in United 
States v. Paramount Pictures, Inc., cit. supra note 4. See the article by the au- 
thors discussing this decision, appearing in the December issue of the YALE 


Law Journal, Vol. 58, No. 2 (1948) 
95 Quoted supra note 87. 
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clair®* and Pick™ cases. Although the Pick and Sinclair 
cases did not involve the permissible scope of the use of 
patents, the trial court felt compelled, as a result of those 
decisions, to examine the reasonableness of the restraints.” 
Upon examination of the facts, the District Court held 
the agreements to be unreasonable restraints under Sec- 
tion | of the Sherman Act and likewise to impair compe- 


tition in a manner violative of Section 3 of the Clayton 
Act. 


The Supreme Court affirmed the judgment of the court 
below but rested its conclusion on broader premises than 
those the District Court had adopted.” Justice Jackson 
spoke for the unanimous Court on the issue of substantive 
law dealing with the principal issue of law by stating: 


But the patents confer no right to restrain use of, or trade in, 
unpatented salt. By contracting to close this market for salt 
against competition, International has engaged in a restraint of 
trade for which its patents afford no immunity from the antitrust 
laws. Morton Salt Co. v. G. S. Suppiger Co., 314 U. S. 488; 
Mercoid Corp. v. Mid-Continent Investment Co., 320 U. S. 661; 
Mercoid Corp. v. Minneapolis Honeywell Co., 320 U. S. 680. 

Appellant contends, however, that summary judgment was un- 
authorized because it precluded trial of alleged issues of fact as 
to whether the restraint was unreasonable within the Sherman 
Act or substantially lessened competition or tended to create a 
monopoly in salt within the Clayton Act. We think the admitted 
facts left no genuine issue. Not only is price-fixing unreasonable, 
per se, United States v. Socony-Vacuum Oil Co., 310 U. S. 150; 
United States v. Trenton Potteries Co., 273 U. S. 392, but also 
it is unreasonable, per se, to foreclose competitors from any sub- 
stantial market. Fashion Originators Guild v. Federal Trade 
Commission, 114 F. 2d 80, affirmed, 312 U. S. 457. The volume 


96 Federal Trade Commission v. Sinclair Refining Co., 261 U. S. 463, 43 
Sup. Ct. 450, 67 L. ed. 746 (1923). 

97 Pick Manufacturing Co. v. General Motors Corp., 299 U. S. 3, 57 Sup. Ct. 
1, 81 L. ed. 4 (1936). 

98 In the Sinclair case, cit. supra note 96, the Supreme Court had approved, 
under Section 3 of the Clayton Act, leases of gasoline pumps with the stipula- 
tion that only the lessor’s gasoline be used. No patents were involved and no 
question of protection of good will arose. The Sinclair case did not involve 
misuse of a patent and there were overtones in the opinion of protection of the 
motoring public from fraudulent substitution of gasoline. 

The Pick case, supra note 97, involved the requirement that General Motors 
dealers use only genuine parts in repairing Chevrolet cars. The Supreme Court 
relying on the finding of the court below of no injury to competition upheld the 
requirement under Section 3 of the Clayton Act. Like the Sinclair case, no 
patent was involved in the Pick case. 

99 332 U. S. 392, cit. supra note 4. 
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of business affected by these contracts cannot be said to be in- 
significant or insubstantial and the tendency of the arrangement 
to accomplishment of monopoly seems obvious. Under the law, 
agreements are forbidden which “tend to create a monopoly,” 
and it is immaterial that the tendency is a creeping one rather 
than one that proceeds at full gallop; nor does the law await 
arrival at the goal before condemning the direction of the move- 


ment.?°° 

Justice Jackson did not say in so many words that 
any misuse of a patent to control the sale of unpatented 
materials is illegal per se under the Sherman Act. The 
fact that Justice Jackson spoke of foreclosing a “substan- 
tial market” raised a question whether a showing as to 
the size and effect of the market effected by the restraint 
is necessary. But any doubts that remained were dispelled 
by the Supreme Court’s subsequent opinion this term in 
United States v. Columbia Steel Co.’ In that case the 
Court cited the International Salt case as holding that 
where defendants 


have licensed a patented device on condition that unpatented 


materials be employed in conjunction with the patented device, 
then the amount of commerce involved is immaterial because 
such restraints are illegal per se.1°? 


It is difficult to see how the Court could have reached 
any conclusion except that misuse of a patent to control 
competition in unpatented materials is illegal per se under 
Section 1 of the Sherman Act, without upsetting the 
whole line of improper-use cases. The Court repeatedly 
has said that such a misuse of patents is contrary to public 
policy.*** In none of the leading cases establishing the 
misuse cases did the Court consider it necessary to discuss 


100 Jd. at p. 395. Justice Jackson did not mention the opinion of the Court 
in Transparent Wrap Machine Corp. v. Stokes '& Smith, supra note 94 leaving to 
Justice Douglas—the author of that opinion—the task of confining that case to 
the specific fact situation; a task which Justice Douglas carried out in the 
Paramount opinion. Cit. supra note 4, see the companion article by the authors, 
cited supra note 17. 

101 334 U. S. 495, cit. supra note 4. For a discussion of the Columbia Steel 
case see the companion article by the authors cit. supra note 16. 

102 Jd. at p. 522. 

103 See for example, Morton Salt Co. v. G. S. Suppiger Co., cit. supra note 
76; Mercoid Corp. v. Mid-Continent Investment Co., cit. supra note 76; Mercoid 
Corp. v. Honeywell Co., cit supra note 76. 
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the “reasonableness” of the restraint on competition re- 
sulting from the misuse of a patent.** Business conveni- 
ence,’”’ protection of public health, and customer pref- 
erence” have been held to be no justification. It 
required no extension of principle to hold, as the Court 
did in the International Salt case, that the imposition of 
a restraint to protect good will did not constitute a de- 
fense. The fact that the lessor’s obligation to repair the 
machines was increased if salt of improper grade was 
used was no reason for a restriction on competition in 
unpatented salt. Justice Jackson recognized that the les- 
sor could have taken steps reasonably related to the pro- 
tection of the lessor’s interest in the machine. For exam- 
ple, it could have published specifications for salt which 
should be used to make the machines work properly. 
Other manufacturers who were able to meet the specifi- 
cations could sell to the lessee. At the same time that he 
spoke of these restrictions Justice Jackson added a word 
of caution: *”° 

. Rules for use of leased machinery must not be disguised 


restraints of free competition, though they may set reasonable 
standards which all suppliers must meet. 


In reaching the conclusion that the defendant’s con- 
duct was illegal per se, Justice Jackson did not distinguish 
Section 3 of the Clayton Act from Section 1 of the Sher- 


110 


man Act.’ While the Court’s words cannot be said to 
be a holding that these tying clauses based on a misuse 
of a patent are illegal per se under the Clayton Act, the 


104 The leading cases are cit. supra note 76. 

105 B. B. Chemical Co. v. Ellis, cit. supra note 76. 

106 Ethyl Gasoline Corp. v. United States, cit. supra note 81. 

107 B, B. Chemical Co. v. Ellis, cit. supra note 76. 

108 The failure on the part of the International Salt Co. to enforce the agree- 
ments, as alleged in the company’s answer, was no defense to the charge of mis- 
use of patents. United Shoe Machinery Corp. v. United States, 258 U. S. 451, 
458, 42 Sup. Ct. 363, 66 L. ed. 708 (1922). 

109 332 U. S. 392, 398, cit. supra note 4. 

110 Other commentators have taken the position that the Supreme Court has 
held tying clauses of the kind found in the International Salt case to be illegal 
per se under §3 of the Clayton Act, thus liberalizing the standards to be ap- 
plied under that section and sweeping away the decisions which had re- 
strictively construed the statute. See Notes cited supra note 74. 
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decision virtually takes that point for granted because it 
concludes that the tendency to monopoly is “obvious.” *” 
The use of the words “substantial market” would not seem 
to be more significant in the case of Section 3 than in 
connection with Section 1 of the Sherman Act.’” There 
would seem to be little left of the Sinclair**® and Pick’ 
cases and the restrictive interpretation of Section 3 upon 
which those cases were based. A misuse of a patent based 
on tying clauses is sufficient to show illegality; the Su- 
preme Court will infer the adverse effect on competition, 
required by the statute, from that fact alone. 

In the International Salt case although the Supreme 
Court was unanimous on the issue of the illegality of the 
defendant’s conduct, the Court was divided as to the 
validity of the decree entered by the District Judge. 
The District Court’s decree prohibited the specific tying 
practices, but more significantly, it also included a para- 
graph directing the company to sell, lease or license the 
machines to all on equal non-discriminatory terms, if it 
engages in the business of selling, leasing or licensing to 
anyone.”° The company objected to the provision on the 


111 332 U. S. 392, 396, cit. supra note 4. The protection of good will has 
been held to be no defense to a tying clause violative of § 3 of the Clayton Act. 
International Business Machine Corp. v. United States, 298 U. S. 131, 138-140, 
56 Sup. Ct. 701, 80 L. ed. 1085 (1936). 

112 Two lower federal courts used the term “substantial market” in connec- 
tion with a discussion of tying clauses, Oxford Varnish Co. v. Ault Wiborg 
Corp., 83 F. (2d) 764, 766 (C. C. A. 6th, 1936) ; Signode Steel Strapping Co. 
v. Federal Trade Commission, 132 F. (2d) 48, 54 (C. C. A. 4th, 1942). The 
concept of “substantial market” in the International Salt case is commented on 
in Note: Tying Restrictions: Changing Standards of Legality cit. supra note 
74, at pp. 740-742. 

118 Federal Trade Commission v. Sinclair Refining Co., cit. supra note 96. 

114 Pick Manufacturing Co. v. General Motors Corp., cit. supra note 97. 

115 The full text of Paragraph VI of the decree, which was the subject of the 
dispute, is quoted 332 U. S. 392, 398, n. 7, cit. supra note 4. 

The District Court’s decree prohibited infringement suits under the patents 
held to have been misused in violation of the antitrust laws so far as relates to 
acts of infringement occurring prior to the date of the court’s decree. Para- 
graph VI of the decree permits “licensing” of the patents for the future. The 
government filed an appeal from the decree of the District Court upon the 
ground the relief short of compulsory licensing of the patents was inadequate to 
restore competition. See “Statement as to Jurisdiction” filed in Civil Action 
No. 32-310, District Court for the Southern District of New York. The gov- 
ernment’s appeal was dismissed, upon the government’s motion, 332 U. S. - 
68 Sup. Ct. 26 (August, 1947) after the decision in National Lead Co. 
United States, 332 U. S. 319, 67 Sup. Ct. 634, 91 L. ed. 207 (1947). Although 
one law review comment has expressed disappointment at the failure of the gov- 
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ground that it was unduly broad and that no intention of 
the company to violate the decree had been shown. Jus- 
tice Jackson writing for a majority of the Court affirmed 
the judgment of the trial court saying that the district 
courts are “invested with large discretion to model 
their judgments to fit the exigencies of the partic- 
ular case.”** “When the purpose to restrain trade 
appears from a clear violation of law, it is not neces- 
sary that all of the untravelled roads to that end be left 
open and that only the worn one be closed. The usual 
ways to the prohibited goal may be blocked against the 
proven transgressor and the burden put upon him to bring 
any proper claims for relief to the court’s attention.” **’ 
The aim of antitrust decrees Justice Jackson said, is to 
“effectively pry open to competition a market that has 
been closed by defendant’s illegal restraints. If the decree 
accomplishes less than that, the government has won a 
lawsuit and lost a cause.” ** This firm and clear state- 
ment of the purpose of a decree should serve as an ad- 
monition to trial courts to devise effective relief in future 
antitrust Cases. 

Justice Jackson’s realistic and penetrating analysis of 
the anti-trust issues in the tightly written International 
Salt opinion stands in sharp contrast to the technical 
legalistic view he has taken of related issues in other cases 
both this Term and last Term.*” 

Justice Frankfurter, joined by Justices Reed and Bur- 
ton, dissented from that part of the decision dealing with 


ernment to relitigate the question of royalty free licenses in the International 
Salt case, Note (1948) 15 U. Cur. L. Rev. 974, cited supra note 74 at pp. 978- 
979— the record in that case was not prepared with this objective in mind and it 
would, therefore, appear to have been unwise for the government to have used 
it as the basis for again bringing this crucial question before the Supreme Court. 
Compare discussion of relief in Bateman cit. supra note 93. 

116 332 U. S. 392, 400-401, cit. supra note 4. 

117 Td. at p. 400. 

118 Jd. at p. 401. 

119 Compare with International Salt, the opinion of Mr. Justice Jackson in 
Bruce’s Juices v. American Can Co., 330 U. S. 731, 67 Sup. Ct. 1009, 91 L. ed. 
1209 (1947) and his dissenting opinion this Term in the Mandeville Island 
Farms, Inc. v. American Crystal Sugar Co., 334 U. S. 219, cit. supra note 4. 
The latter case is discussed, supra pp. 18-19; the Bruce’s Juices case is dis- 
cussed, Zlinkoff and Barnard, cit. supra note 7, at pp. 948-951. 
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the decree. He took an entirely different approach to the 
purpose of an anti-trust decree, an approach which ig- 
nores the principles, which have been previously applied 
by the Supreme Court in testing decrees, and which were 
forcefully restated by Justice Jackson.” Justice Frank- 
furter apparently would draw narrow decrees dealing 
with the specific violation, leaving to the government the 
duty of starting over if the violator finds a new way to 
accomplish the same illegal purpose. Justice Frankfur- 
ter’s position here should be contrasted with the majority 
opinion in Federal Trade Commission v. Morton Salt 
Co.,” this Term, in which the Supreme Court—Justice 
Frankfurter concurring—approved a broad Commission 
order on grounds analogous to those stated by Mr. Justice 
Jackson in the International Salt case.’* 

The International Salt decision has intensified the 
problems of a patentee who owns a combination patent 
and who also sells some or all of the unpatented materials 
that are used in the invention. If a patentee misuses his 


patent to eliminate competition in the sale of the unpat- 
ented materials he is not only barred from enforcing his 


120 The tests for determining a proper judgment in an antitrust case are dis- 
cussed in United States v. Crescent Amusement Co., 323 U. S. 173, 185, 65 
Sup. Ct. 254, 89 L. ed. 160 (1945) ; United States v. Bausch & Lomb Co., 321 
U. S. 707, 726, 64 Sup. Ct. 805, 88 L. ed. 1024 (1944) ; Local 167 v. United 
States, 291 U. S. 293, 299, 54 Sup. Ct. 396, 78 L. ed. 804 (1934) ; United States 
v. Trans-Missouri Freight Ass’n., 166 U. S. 290, 308, 17 Sup. Ct. 540, 41 L,. ed. 
1007 (1897). 

121 334 U. S. 37, cit. supra note 4. This case is discussed in a companion 
article by the authors in 48 Cor. L. Rev. 985 cit. supra note 18 

122TIn the Supreme Court, International Salt argued that the decree in its 
present form would bar it from lowering prices to meet competition, since it is 
required to sell, lease, or license the machines to all comers on equal non- 
discriminatory terms. Should it turn out, Justice Jackson said, that a change 
in the decree is necessary in order that the company may compete in the 
market, the proper method of modification is by application to the District 
Court. That court retained jurisdiction and “The factual basis of the claim 
for modification should appear in evidentiary form before the District Court 
rather than in the argumentative form in which it is before us.” 332 U. S. 392, 
401, cit. supra note 4. 

Following the decision of the Supreme Court, International Salt accepted 
Justice Jackson’s invitation to apply for a modification of the decree and pres- 
ent evidence showing the need for the changes. The District Court granted 
one change: the company may reduce rentals on the machines to meet bona 
fide competition. The evidence, the trial judge concluded, did not justify fur- 
ther changes. United States v. International Salt Co. C. C. H. Trade Reg., 
paragraph 62, 270 (April, 1948). 

3 
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patent against an infringer under the Mercoid™ and tfe- 
lated cases, but he is also subject to a private treble dam- 
age action under the anti-trust laws; and a suit by the 
government—either civil or criminal or both—on the 
ground that his conduct is illegal per se. How can a pat- 
entee exploit his patent under such circumstances without 
becoming involved in the misuse of his patent? The most 
obvious solution would appear to be to license a// comers 
on an equal basis.*** The decisions of some of the lower 
federal courts suggest that the patentee would be required 
to charge all licensees the same royalty, for if the pur- 
chaser of unpatented materials from the patentee receives 
an implied license and all other persons must pay a roy- 
alty—even though it is reasonable—the patentee is receiv- 
ing an improper advantage in the sale of unpatented 
materials.**° In the event that the unpatented materials 


are specially designed for use in the invention, the pat- 
entee may be required expressly to negative the implied 
license in order to escape the rule against the misuse of 


126 


his patent.’ The International Salt decision underlines 
the fact that the objective of a patentee who owns a com- 
bination patent must be to accord equal treatment to all 
licensees, avoiding any practices that give him a competi- 
tive advantage in the sale of unpatented materials. 


123 320 U. S. 661, 320 U. S. 680, cit. supra note 76. 


124In B. B. Chemical Co. v. Ellis, 314 U. S. 495, cit. supra note 76, the pat- 
entee, who was found to have used his patent to control competition in the sale of 
unpatented materials used in the invention, offered to license all manufacturers 
on a royalty basis. The late Chief Justice Stone, speaking for the Court, said at 
p. 498: “It will be appropriate to consider the (patentee’s) petitioner’s right to 
relief (against infringers) when it is able to show that it has fully abandoned its 
present method of restraining competition in the sale of unpatented articles and 
that the consequences of that practice have been fully dissipated.” 


125 See Dehydrators Ltd. v. Petrolite Corp. 117 F (2d) 183 (C. C. A. 9th, 
1941). In that case the patentee granted an implied license to persons who 
purchased the unpatented materials from him; all others were charged a roy- 
alty which the court said was “reasonable.” Jd. at p. 186. See also A. L. Smith 
Iron Co. v. Dickson, 52 F. Supp. 566, 568 (D. C. Conn. 1943). 


126 See R. C. A. v. Andrea, 79 F. (2d) 627, 629 (C. C. A. 2d, 1935); Edi- 
- Electric Co. v. Penninsula L. P. & H. Co., 101 Fed. 831, 835 (C. C. A. Ist, 
1911). 
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The Line Material and Gypsum Cases 


United States v. Line Material Co.*" and United States 
v. U.S. Gypsum Co.” both involved the legality of pat- 
ent license agreements containing provisions that fix the 
price at which the licensee sells. Both cases, decided on 
the same day, involved the important question whether 
the decision of the Supreme Court in United States v. 
General Electric Co.’* should be overruled or limited as 
the government asked,’* or whether it should be re- 
affirmed. Since the central issue in both cases was the 
present status of the rule fn the General Electric case, the 
discussion might well begin with that case. 

In the General Electric case the General Electric Co. 
owned three product patents on electric lamps, patents 
which the Supreme Court said “cover completely” the 
modern tungsten filament lamp. General Electric, the 
largest lamp manufacturer in the United States, entered 
into a patent license agreement with Westinghouse Elec- 


tric and Manufacturing Company, the second largest 
manufacturer, granting Westinghouse a license to make 
and sell lamps subject to the condition that Westinghouse 
should not sell at prices lower than those fixed by Gen- 


132 


eral Electric in its own sales.’** The government charged 
that the price-fixing provisions in the license contract 
violated the Sherman Act. The Supreme Court, in an 
unanimous opinion written by Chief Justice Taft, held 
that a price-fixing provision may lawfully be included in 
a manufacturing license. The principle upon which the 


127 333 U. S. 287, cit. supra note 4. 

128 333 U. S. 364, cit. supra note 4. 

129 272 U. S. 476, supra note 79. 

130 For the government’s position with respect to the General Electric case 
in previous appeals before the Supreme Court, see supra note 81. 

131 272 U. S. 476 at p. 481. 

132 The General Electric case also involved the legality of an agency system 
of distributing lamps established by the company. 272 U. S. 476, 481-488. 
The agency aspect of the General Electric case is not involved in the Line 
—— and Gypsum cases. Cf. United States v. Masonite Corp., cit. supra 
note Sl. 
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price-fixing provision was approved is contained in Chief 
Justice Taft’s statement,” 


If the patentee . . . licenses the selling of the articles, may he 
limit the selling by limiting the method of sale and the price? 
We think he may do so, provided the conditions of sale are 
normally and reasonably adapted to secure pecuniary reward for 
the patentee’s monopoly. One of the valuable elements of the 
exclusive right of a patentee is to acquire profit by the price at 
which the article is sold. The higher the price, the greater the 
profit, unless it is prohibitory. When the patentee licenses an- 
other to make and vend, and retains the right to continue to 
make and vend on his own account, the price at which his licensee 
will sell will necessarily affect the price at which he can sell his 
own patented goods. 


The Supreme Court in the General Electric case relied 
largely on the decision in Bement v. National Harrow 
Co.,’** decided in 1902. In that case the Supreme Court 
upheld a patent license between a patent holding com- 
pany and the manufacturer fixing the price at which the 
licensee sold the patented product.’ Upholding the 
price-fixing provisions, the Supreme Court emphasized 
the patentee’s freedom of contract and stated “. . . the 
general rule is absolute freedom in the use or sale of 
rights under the patent laws of the United States.” *** 

From the time the General Electric case was decided 
in 1926 until this Term the Supreme Court did not have 
occasion to deal directly with the rule in that case. Refer- 
ences were made to that case in a number of opinions but 
the statements were not essential to the result in any of 
those cases.**’ The rule in the General Electric case has 


183 272 U. S. 476, 490, cit. supra note 79. 

184 186 U. S. 70, cit. supra note 80. 

185 The Supreme Court confined its opinion to the facts found by the master 
pointing out, 186 U. S. 70, p. 95, that no facts were found connecting 
the license agreement with an alleged unlawful conspiracy. Compare the fol- 
lowing cases in which the price-fixing arrangements between National Har- 
row Co. and its licensees were held unlawful under the Sherman Act. National 
Harrow Co. v. Hench, 76 Fed. 667 (E. D. Pa., 1896), aff’d. 83 Fed. 36 (C. C. 
A. 3d, 1897); National Harrow Co. v. Hench, 84 Fed. 226 (N. D. N. Y. 
1898) ; National Harrow Co. v. Quick, 67 Fed. 130 (C. C. Ind. 1895); Strait 
v. National Harrow Co., 18 N. Y. Supp. 224 (1891). 

136 186 U. S. 70, 91, cit. supra note 80. 

187 The Supreme Court has referred to the General Electric case in the fol- 
lowing decisions : 

Carbice v. American Patents Development Corp., 283 U. S. 27, 51 Sup. Ct. 
334, 75 L. ed. 819 (1931). In that case the Court held that a patentee who is 
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stood for over twenty years without re-examination of the 
principles upon which it was decided. In that period the 
Supreme Court adopted views as to the relationship be- 
tween patents and the anti-trust laws, which are difficult 


to reconcile with the philosophy of the General Electric 
case. 


The General Electric and Bement cases justified the 
price-fixing provisions in patent licenses on the ground 
that price-fixing is a reasonable way to secure the pat- 
entee’s pecuniary reward. The broad concept of freedom 
of the patentee to attach conditions to the use of his pat- 
ents that these cases embody is based on the notion that 
a patent is an exception to the Sherman Act.** This basic 


misusing his patent to control competition in the sale of unpatented materials 
cannot enforce his patent against an infringer. In the course of its opinion the 
court, with reference to courses of action a patentee can follow, said (p. 31): 
“Or it can grant licenses upon terms consistent with the limited scope of the 
patent monopoly, United States v. General Electric Co., 272 U. S. 476, 489.” 

General Talking Pictures Co. v. Western Electric Co., 305 U. S. 124, 59 
Sup. Ct. 116, 83 L. ed. 81 (1938). The Court said (p. 127) : “That a restrictive 
license is legal seems clear. Mitchell v. Hawley, 16 Wall 544. As was said in 
United States v. General Electric Co., 272 U. S. 476, 489, the patentee may 
grant a license ‘upon any condition the performance of which is reasonably 
within the reward which the patentee by the grant of the patent is entitled to 
secure.’ ” 

Interstate Circuit, Inc. v. United States, 306 U. S. 208, 59 Sup. Ct. 467, 83 
L. ed. 610 (1939). The Court held that restrictive licensing arrangements 
among motion picture distributors and exhibitors violated the Sherman Act and 
were not justified by the copyright statute. The Court said (p. 228): 


“Appellants argue that the distributors were free to license the films for 
exhibition subject to the [admission price] restrictions, just as a patentee in 
a license to manufacture and sell the patented article may fix the price at 
which the licensee may sell it. Bement v. National Harrow Co., 186 U. S. 
70; United States v. General Electric Co. 272 U. S., 476. That the paral- 
lel is not complete is obvious. Because a patentee has power to control the 
price at which his licensee may sell the patented article, it does not follow 
that the owner of a copyright may dictate that other pictures may not be 
shown with the licensed film or the admission price which shall be paid for 
as entertainment which includes features other than the particular picture 
licensed.” 


In United States v. Masonite Corporation, 316 U. S. 265, 62 Sup. Ct. 1070, 
86 L. ed. 1461 (1942) the Court said that it was not necessary to consider the 
problems presented by the Bement and General Electric cases. 

The dissenting opinion, written by Justice Frankfurter and concurred in by 
Justices Reed, Jackson and Burton, in MacGregor v. Westinghouse Co., 329 U. 
S. 402, 67 Sup. Ct. 421, 91 L. ed. 380 (1947) stated (p. 413): 


“It is not questioned that a price-fixing clause in a license to manufacture 

under a valid patent falls outside the interdict of the antitrust acts. Bement 

v. National Harrow Co., 186 U. S. 70. The power to fix the price of pat- 

ented articles is part of the patent grant. It is a mode of maintaining the 
integrity of a patent and as such is sanctioned by public policy.” 

138 Compare Henry v. A. B. Dick Co., 224 U. S. 1, 32 Sup. Ct. 364, 56 L. 

ed. 645 (1912) overruled in Motion Picture Patents Co. v. Universal Film 

Exchange, 243 U. S. 502, 37 Sup. Ct. 416, 61 L. ed. 871 (1917). 
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theory stands in sharp contrast to the view the Supreme 
Court has adopted more recently emphasizing the public 
purpose in the patent system rather than the private re- 
ward to the inventor’ and testing the legality of contracts 
entered into by the patentee on the same basis as the 
agreements made by any other owner of property.*” 
There can be little doubt that the rule in the General 
Electric case is one of the most important judicially de- 
vised exceptions to the anti-trust laws. Its importance is 
enhanced by the fact that patents are increasingly becom- 
ing the product of research laboratories of large corpora- 
tions."“* Indeed Conway P. Coe, then Commissioner of 


Patents, testified before the Committee on Patents of the 
House of Representatives that the day of the individual 
inventor is “rapidly fading.”*** The testimony of Com- 
missioner Coe before the Temporary National Economic 
Committee indicated also that patents are increasingly 
becoming concentrated in the hands of large corpora- 
tions.“* The potential economic effect of a rule permit- 


ting price-fixing in patent licenses must also be measured 
by the fact that patents are of predominant importance in 


139 United States v. Masonite Corp., 316 U. S. 265, cit. supra note 137; Mer- 
coid Corp. v. Mid-Continent Investment Co., 320 U. S. 661, cit. supra note 76. 

140 Tbid. In that case the Supreme Court said (p. 666): “The fact that the 
patentee has the power to refuse a license does not enable him to enlarge the 
monopoly of the patent by the expedient of attaching conditions to its use. . . 
when the patentee ties something else to his invention, he acts only by virtue of 
his right as the owner of property to make contracts concerning it and not 
otherwise. He then is subject to all the limitations upon that right which the 
general law imposes on such contracts.” For other modern cases holding that 
restrictive contracts entered into by a patentee are not within the monopoly 
conferred by the patent grant see: Motion Picture Patents Co. v. Universal 
Film Mfg. Co., cit. supra note 138; United States v. Ethyl Gasoline Corp., 309 
U. S. 436, cit. supra note 81; United States v. Univis Lens Co., Inc., 316 U. S. 
241, cit. supra note 81; see also the cases condemning the misuse of patents to 
control the sale of unpatented materials cited note 76 supra. 

141 See Potts v. Coe, 78 App. D. C. 297, 145 F. (2d) 27, 28-29 (1944) ; Hamil- 
ton, PATENTS AND FREE ENTERPRISE Monograph No. 31 Temporary National 
Economic Committee, Chap. IX. 

142 Hearings before the House Committee on Patents on H. R. 4523, 74th 
Congress Ist Session, p. 1068. 

143 During the period from 1921 to 1938 the number of patents issued to 
corporations with assets over $50,000,000 rose from 5% in 1921 to 17.2% in 
1938. In the same period patents issued to corporations with assets less than 
$50,000,000 increased from 20% to about 34.5%. Hearings before the Tem- 
porary National Economic Committee: Part 3, Patents, Proposals FOR 
CHANGES IN LAW AND Procepurg, p. 1129, Exhibit 187. 





PATENTS PROCEDURE AND THE SHERMAN ACT 37 


many of the great modern industries. There is little doubt 
that industry has taken advantage of the General Electric 
case, and that price-fixing license agreements are com- 
mon rather than rare.*“* 

The Line Material case is concerned with fuse cut-outs 
used by electric companies to protect electric circuits 
from overloads. One defendant, Southern States Equip- 
ment Corp. (Southern), owned a patent relating to a 
double hinge construction of the fuse cut-out. Line Ma- 
terial Co. (Line), another defendant, owned a second 
patent covering an improvement in the fuse cut-out by 
adding a meltable metal link in the fuse structure.*° The 
patent applications had been in interference in the Patent 
Office and the dominant claims were assigned to South- 
ern; the Line patent read on the Southern patent and was 
subservient to it. As a commercial matter, the patents 
were inseparable. The fuse cut-out covered by the South- 
ern patent is too expensive to manufacture commercially ; 
the Line patent covers the necessary improvement but it 


cannot be used without access to the Southern patent. 
The drop-out fuse manufactured under both patents is 
a commercial success. Substantially all of the cut-out 
fuses made in the United States were manufactured by 
the defendants in this case and about 40 percent of the 
drop-out variety were made under the two patents. 


144 This is shown by the fact that the Brief for the United. States v. Line 
Material Co., 333 U. S. 287, supra note 4, lists 12 pending cases, in which the 
Department of Justice is attacking various price-fixing arrangements entered 
into by patentees as illegal under the Sherman Act: United States v. Allegheny 
Ludlum Steel Corp., D. N. J., Civil 45-83; United States v. General Electric Co., 
D. N. J. Civil 1364; United States v. American Optical Co., S. D. N. Y., Civil 
10-391 ; United States v. Bausch '& Lomb Optical Co., S. D. N. Y., Civil 10-394; 
United States v. Catalin Corporation of America, D. N. J., Civil 7743; United 
States v. General Cable Corp., S. D. N. Y., Civil 40-76; United States v. Gen- 
eral Electric Co., D. N. J., Civil 2590; United States v. General Electric Co., 
Fried Krupp, et al., S. D. N. Y., Cr. 110-412; United States v. General Instru- 
ment Corp., D. N. J., Cr. 3960-C; United States v. General Instrument Corp., D. 
N. J., Civil 8586; United States v. Phillips Screw Co., N. D. IIl., Civil 47-C-147; 
United States v. Timken Roller Bearing Co., N. D. Ohio, Civil 24214. 

145 Line also owned another patent—the so-called Kyle patent—covering a 
wet process porcelain box that could be used with the patented fuse cut-outs or 
with any other cut-out. The Supreme Court said “We give no weight to the 
presence of the Kyle patent in the licenses.” 333 U. S. 287, 291, cit. supra note 4. 
The facts in this paragraph are taken from the opinion of the Supreme Court. 
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The patent licensing arrangements began in 1938 be- 
fore the patents issued** with a royalty free cross-license 
between Southern and Line. By that agreement Line 
granted to Southern the exclusive right to grant sub- 
licenses under the Line patent. No comparable right 
was given to Line by Southern under the Southern patent. 
In the cross-license agreement, Line and Southern each 
agreed to sell equipment covered by their respective pat- 
ents at prices not less than those fixed by the patent owner 
but no provision was included for price fixing provisions 
in sub-licenses. Following the execution of the cross- 
license Southern and Line made an effort to license other 
manufacturers in the industry. One manufacturer signed 
a price fixing license and a draft license containing a 
price-fixing clause was distributed to several other manu- 
facturers. The prospective licensees met and discussed 
the problem of accepting a license and some of them 
made unsuccessful efforts to avoid the patents. One ob- 
jection by the licensees was that they preferred Line 
rather than Southern as the licensor. To meet this objec- 
tion the Southern-Line cross-license was revised substi- 
tuting Line for Southern as the Licensor. The new cross- 
license was similar to the old and contained a price clause 
binding Southern to maintain prices as long as Line re- 
quired other licensees to do so. Thereafter, new proposed 
license agreements were discussed by the patentees and 
the prospective licensees and after some further negotia- 
tion, substantially identical licenses containing price- 
fixing provisions were executed within a year by the 
licensees; each of the licenses required the licensee to 
maintain prices fixed by Line. The record in the case is 
not clear as to whether prices were discussed at the vari- 
ous meetings of the licensees but there was no dispute that 
the licensees knew that price-fixing clauses were to be 
included in the other licenses. Joint action by the licen- 
sees and the patentees continued after the licenses were 


146 The patents actually issued in 1939. 
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executed. The licensees met with Line to discuss product 
classification as it related to prices fixed by Line. The 
trial judge found that prices were not discussed at the 
meetings and that Line fixed prices without advice from 
the licensees. 

The complaint filed by the government charged that 
through the license arrangements the defendants had con- 
spired to fix prices on drop-out fuse cut-outs in violation 
of Section 1 of the Sherman Act. The district judge, fol- 
lowing a trial of the action, held that all of the licensing 
arrangements were justified under the rule in the General 
Electric case and entered a judgment dismissing the suit." 

The government sought reversal of the district court’s 
judgment on two grounds: first, that the arrangements 
among the defendants did not fall within the rule under 
the General Electric case because the prospective licen- 
sees and patentees had met and agreed on the price-fixing 
provisions in the license. This understanding, the gov- 
ernment argued, was a price-fixing combination among 
competitors in violation of the Sherman Act.’ The gov- 
ernment argued also that Line and Southern, by the two 
cross-license agreements had combined patents in a man- 
ner not within the rule in the General Electric case for 
the purposes of effecting the price-fixing arrangement 
charged to be illegal.” Secondly, the government asked 
for the overruling of the General Electric case. 

The government pressed the argument based on the 
distinction between the facts in the Line Material case 
and the facts in the General Electric case, but its main 
contention was that the General Electric case should be 

147 United States v. Line Material Co., 64 F. Supp. 970 (E. D. Wis. 1946). 

148 Jn support of this argument the government relied principally on United 
States v. Masonite Corp., 316 U. S. 241, cit. supra note 139. That case held, the 
government urged, that erstwhile competitors cannot agree on a price-fixing 
plan to be carried out by patent license agreements such as those involved in 
this case. See Brief for the United States pp. 68-82. 

149 For the argument that the defendants had illegally combined patents was 
an illegal patent pool of the kind condemned in Standard Oil Co. v. United 
States, 283 U. S. 163, 51 Sup. Ct. 421, 75 L. ed. 919 (1929), and in Ethyl Gaso- 


line Corp. v. United States, 309 U. S. 436, cit. supra note 81. See Brief for the 
United States pp. 82-88. 





40 THE GEORGE WASHINGTON LAW REVIEW 


overruled. In its attack the government questioned the 
correctness of the underlying philosophy of the case. The 
issue before the Court, therefore, can be more clearly 
understood if we examine briefly the arguments made 
against and in support of the rule of the General Electric 
case. 

The holding of the General Electric case, the govern- 
ment urged, is a “clear departure” from the general prin- 
ciples that the Court has applied in other cases in 
determining the limits of the patent privilege. The gov- 
ernment’s analysis parallels the now famous statement of 
the law in the Masonite’”® case and other recent deci- 
sions.'” The argument begins with the Constitution which 


authorizes limited monopolies to inventors which “pro- 
mote the Progress of Science and the useful Arts, . . .”*” 
It is the public purpose in the patent system—promotion 
of scientific progress—which the Court has repeatedly 
emphasized in cases arising under the anti-trust laws.*” 
The Court has also held that the primary aim of the 


patent laws is not the creation of private fortunes.“ A 
patentee merely has the right to exclude anyone else 
from making, issuing or vending the patented article.*” 
A patentee may not attach conditions, or excuse or jus- 
tify agreements which contravene the public interest or 
otherwise violate the law. Patent license agreements 
should be tested by the Sherman Act the same as any 
other contract made by an owner of property.’” 
General Electric stands, the government continued, as 
the only exception to these principles. Price-fixing agree- 


150 United States v. Masonite Corp., 316 U. S. 241, cit. supra note 137. 

151 See particularly Morton Salt Co. v. G. S. Suppiger Co., 314 U. S. 488, cit. 
supra note 76; Mercoid Corp. v. Mid-Continent Investment Co., 320 U. S. 661, 
cit. supra note 76. 

152 Unirep States Constitution Art. I, Sec. 8, cl. 8. 

153 See cases cited note 76 and note 81 supra. 

154 Compare Pennock v. Dialogue, 2 Pet. 1, 18, 7 L. ed. 327, (U. S. 1829). 

155 See Bloomer v. McQuewan, 14 How. 539, 549, 14 L. ed. 532 (1852) ; Spe- 
rm Co. v. Coe, 326 U. S. 249, 255-257, 66 Sup. Ct. 101, 90 L. ed. 47 
( ). 

156 Mercoid Corp. v. Mid-Continent Investment Co., cit. supra note 76; Com- 
pare Transparent Wrap Machine Corp. v. Stokes & Smith, cit. supra note 94. 
See also note 93 supra. 
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ments, which are illegal per se under the Sherman Act, 
are permitted only in the case of a license agreement un- 
der a valid patent. This general exception, created by the 
Supreme Court, rests on the assumption that such price- 
fixing is “normally and reasonably adapted to secure a 
pecuniary reward for the patentee’s monopoly” *™ a test 
that places emphasis on private return rather than the 
public purpose of the patent laws, and for that reason, is 
inconsistent with the philosophy of the decisions in recent 
years.” 

The defense of the General Electric case’® rested both 
on a legal argument and on an economic analysis of the 
purpose of the patent laws and the beneficial effects of 
the General Electric rule. The public is not injured, 
it was urged, but, on the contrary, benefited by the 
General Electric case, since that case created a means 
whereby the patentee may release his monopoly pro tanto, 
subject only to the price limitation. The economic result 
is to increase rather than impair competition since addi- 
tional manufacturers who would not otherwise be licensed 
are able to supply the product. The government’s argu- 
ment, defendants contended, overlooks the purposes of 
the patent law. Patents are issued to encourage disclosure 
of inventions. The monopoly rights of a patent are given 
in exchange for dedication of the invention to the public 
at the end of 17 years. Royalties do not adequately pro- 
tect a small inventor. He needs the benefit of protection 
from price-cutting by his licensee to encourage him to 
grant licenses. This view has not been changed or modi- 
fied by the Supreme Court since the decision in the 


157 272 U. S. 476, 490, cit. supra note 79. 


158 This is a summary of the argument in the Brief for the United States, 
pp. 40-68. United States v. Line Material Co., 333 U. S. 287, cit. supra note 4. 
The government also made a practical argument on the ground that the General 
Electric case raises many difficult problems of interpretation as is illustrated by 
the number of cases in the Courts involving the meaning of the rule, id. pp. 65- 


159 See especially Joint Brief for Appellees, United States v. Line Material 
Co., pp. 66-85. 
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Bement case in 1902.*° Price-fixing provisions are not an 
effort by the patentee to enlarge the scope of his monop- 
oly, but are provisions that are normally and reasonably 
adopted to secure a pecuniary reward to the patentee. 
The fact that there were multiple licenses is of no signifi- 
cance since there was no other way to license the comple- 
mentary patents owned by the two patentees. 

By a vote of five to three the Supreme Court reversed 
the judgment of the trial court. The Supreme Court 
was split three ways and was unable to muster a majority 
to decide whether the General Electric case should be 
overruled or affirmed. Justice Reed, who wrote the 
Court’s opinion, refused to overrule the General Electric 
case, but its continuance as a precedent is open to grave 
doubt in view of the treatment given it by Mr. Justice 
Reed both in his opinions in the Line Material and in the 
Gypsum cases—the latter on behalf of an unanimous 
Court. The four concurring Justices—Douglas, Black, 
Murphy and Rutledge—joined the majority opinion in 
Line Material but in a separate concurring opinion, writ- 
ten by Justice Douglas, they made clear their views that 
the General Electric case was wrong and should be un- 
equivocally overruled. Justice Burton—joined by Chief 
Justice Vinson and Justice Frankfurter—wrote for the 
dissent favoring the reaffirmation of the General Electric 
case, as validating the action of the trial court in dismiss- 
ing the complaint. Justice Jackson did not participate in 
the case and his vote may be crucial. Judging from the 
fact that he concurred in the dissenting opinion in Mac- 


160 The only other Supreme Court case cited as squarely upholding oe 
fixing in patent licenses was the General Electric case, cit. supra note 79. Tha 
case was referred to with approval, appellees argued, in Carbice Corp. v. Pon 
ican Patents Development Corp.; General Talking Pictures Corp. v. Western 
Electric; Interstate Circuit, Inc. v. United States, all cit. supra note 137, and 
Ethyl Gasoline Corp. v. United States, cit. supra note 81. 

161 The defendants argued also that Congress had impliedly approved the 
General Electric case because although numerous bills have been introduced to 
outlaw price-fixing in patent licenses, all have failed of enactment. Joint Brief 
for Appellees, cit. supra note 159, pp. 80-83. Most of these bills are listed in 
Justice Burton’s dissenting opinion in United States v. Line Material Co., 333 
U. , 303, n. 18, cit. supra note 4. 

162 333 U. S. 287, cit. supra note 4. 
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Gregor v. Westinghouse Co. last Term’®* where the rule of 
the General Electric case was referred to with approval, it 
is likely that he will agree with Justice Reed, or join the 
dissenting justices. In either case the General Electric 
case will not be squarely overruled and the views ex- 
pressed by Justice Reed in the majority opinion will pre- 
vail by a vote of 5 to 4. The division of the Court, 
however, concerning the General Electric case may yet 
continue to produce uncertainty until either the views of 
Mr. Justice Douglas’ concurring opinion or that of the 
dissent of Mr. Justice Burton are adopted by the ma- 
jority of the justices. 

Because there was no clear majority on the issue of the 
General Electric case Justice Reed said that the Court 
would not make a full statement of its views on the present 
scope of the General Electric rule.'* Justice Reed’s opin- 
ion is long and discursive and like his majority opinion 
in the Columbia Steel case decided this Term’*®* contains 
statements which appear to support contradictory conclu- 
sions. The difficulty that we find in reconciling some of 
the statement in the majority opinion stems from the 
attempt of Mr. Justice Reed to preserve at least some 
vestiges of the General Electric decision, but without 
discarding the views of the Supreme Court in the line of 
recent cases involving the inter-relation between patents 
and the anti-trust laws—culminating in the International 
Salt decision rendered earlier in the Term.*** The ques- 
tion for decision, Justice Reed said, is whether 

. . two or more patentees in the same patent field may legally 
combine their valid patent monopolies to secure mutual bene- 
fits for themselves through contractural agreements, between 


themselves and other licensees for control of the sale of the pat- 
ented devices.’*” 


163 The relevant part of the dissenting opinion is quoted note 137 supra. 

164 333 U. S. 287, cit. supra note 4 at p. 304. 

165 334 U. S. 495, cit. supra note 4. For a discussion of the Columbia Steel 
decision see U. or Pa. L. REv., cit. supra note 16. 

166 See supra p. 22 et seq. for a discussion of the International Salt case. 

167 United States v. Line Material Co., 333 U. S. 287, 305, cit. supra note 4. 
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The discussion of this issue was predicated on the un- 
disputed facts with respect to the cross-license between 
Line and Southern and the delegation of sublicensing 
power first to Southern and later to Line. The trial 
judge’s conclusion from these facts that there was no con- 
cert of action or combining of patents was, Justice Reed 
said, “clearly erroneous.” *” 

Justice Reed referring with apparent approval to the 
principle that a patent does not give a patentee any ex- 
emption from the Sherman Act “beyond the limits of the 
patent monopoly”*” declared that the Sherman Act “has 
been interpreted as recognizing that patent grants were 
an exception.”’” The adjustment of the monopoly con- 
ferred by the patent statutes—which admittedly did not 
specifically give the right to fix prices—and the anti-trust 
laws has been worked out by the Supreme Court, Mr. 
Justice Reed said, in the General Electric case to permit 
price-fixing in patent license agreements. This principle 
of adjustment Justice Reed was not prepared to com- 


pletely discard. He was unwilling to hold, however, that 
the General Electric decision sanctioned the type of pat- 
ent license arrangements presented by the Line Material 
case because: 


Where two or more patentees with competitive, non-infring- 
ing patents combine them and fix prices on all devices produced 
under any of the patents, competition is impeded to a greater 
degree than where a single patentee fixes prices for his licensees. 
The struggle for profit is less acute. Even when, as here, the 
devices are not commercially competitive because the subservient 
patent cannot be practiced without consent of the dominant, the 
statement holds good. The stimulus to seek competitive inven- 
tions is reduced by the mutually advantageous price-fixing ar- 


rangement. 
.s *£ + = * 


The merging of the benefits of price fixing under the patents 
restrains trade in violation of the Sherman Act in the same way 
as would the fixing of prices between producers of non-patent- 
able goods.*"* 


168 Rule 52(a) of the Federal Rules of Civil Procedure provides that the 
findings of fact of a trial Court “may not be set aside” by an appellate court 
unless they are “clearly erroneous.” 

169 United States v. Line Material Co., 333 U. S. 287, 308, cit. supra note 4. 

170 Jd. at p. 309. 

171 Jd. at p. 311. 
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The conclusion which he reaches is that: 


Even if a patentee has a right in the absence of a purpose to 
restrain or monopolize trade, to fix prices on a licensee’s sale of 
the patented product in order to exploit properly his invention 
or inventions, when patentees join in an agreement as here to 
maintain prices on their several products, that agreement, how- 
ever advantageous it may be to stimulate the broader use of pat- 
ents, is unlawful per se under the Sherman Act. It is more than 
an exploitation of patents. There is the vice that patentees have 
combined to fix prices on patented products.’ 

Justice Burton’s dissenting opinion, a documented essay 
on the history and development of the patent laws, attacks 
the views of Justice Reed and the concurring Justices for 
failing to give proper scope to the traditional rights of a 
patentee. The dissent concludes that the General Electric 
case correctly expressed a broad principle of law permit- 
ting the patentee to enter into any agreements that are 
“normally and reasonably adopted to secure the pecuni- 
ary reward for the patentee’s monopoly.”*” This prac- 
tical touchstone by which all arrangements—including 
royalty payments’’*—are to be tested leads the dissenting 
Justices to the conclusion that patent owners whose pat- 
ents block each other may join together in a patent licen- 
sing program which fixes prices on the product covered 
by both patents. 

The dissent serves to emphasize the narrow scope that 
the General Electric case still has so far as a majority 
of the present Supreme Court is concerned. If two or 
more patentees join to fix prices on the patented products, 
the agreement is illegal per se. Only a single patentee 
may take advantage of the General Electric rule. Patent 
arrangements based on cross licenses can no longer claim 
sanctuary under General Electric. Justice Reed cites with 
apparent approval Standard Oil Co. v. United States*” 
where the court upheld an arrangement by which pat- 

172 Tq. at pp. 314-315. 

173 This test is taken from the General Electric case, 272 U. S. 476, 490, cit. 
supra note 79. 

174 333 U. S. 287, 347, cit. supra note 4. 

175 283 U. S. 163, cit. supra note 149. The Supreme Court apparently con- 


cluded that the royalties fixed by the patent pool were not tantamount to price- 
fixing since the pool did not dominate the industry, see esp. pp. 170, 174-175. 
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entees pooled their oil cracking patents and divided roy- 
alties. But the rule in the Standard Oil case can no longer 
stand without qualification. There the patentees acted 
jointly to fix one element of price—royalties. Such a 
patent-pooling arrangement must now meet the test stated 
by Justice Reed: 


There is no suggestion in the patent statutes of authority to 
combine with other patent owners to fix prices on articles cov- 
ered by the respective patents. As the Sherman Act prohibits 
agreements to fix prices, any arrangement between patentees 
runs afoul of that prohibition and is outside the patent monop- 


— 

Patent pooling arrangements, under which the fixing 
of royalties amounts, in effect, to the fixing of prices, ap- 
pear to be illegal per se under the principle enunciated 
by Mr. Justice Reed in the Line Material case. A num- 
ber of important questions remain open under the Line 
Material decision. Is a patentee who is not a manufac- 
turer authorized to enter into a price-fixing license agree- 
ment with a manufacturing licensee? Such a license was 
approved in the Bement case but it is difficult to see how 
royalties are not sufficient protection to such a patentee 
and how a price-fixing provision can be said to be nor- 
mally and reasonably adapted to secure the pecuniary 
reward of the patentee’s monopoly. Line Material, Gen- 
eral Electric and Bement involved product patents. Does 
the rule in the Line Material case apply if a patentee 
attempts to fix the price of the end product of a patented 
process or produced by a patented tool?’ Nothing in 
the General Electric or Line Material decisions appear 
to approve such an agreement whose sole purpose is to 
destroy competition in the unpatented product produced 
by the patented process or machine. The clear inference 


176 333 U. S. 287, 312, cit. supra note 4. 

177 Compare Cummer-Graham Co. v. Straight Side Basket Corp., 142 F. (2d) 
646 (C. C. A. 5th, 1944); Barber-Colman Co. v. National Tool Co., 136 F. 
(2d) 339 (C. C. A. 6th, 1943); Sylvania Industrial Corp. v. Viskin Corp., 
132 F. (2d) 947, 955 (C. C. A. 4th, 1943); American Equipment Co. v. Tut- 
hill Building Material Co., 69 F. (2d) 406 (C. C. A. 7th, 1934); where such 
price fixing was not upheld with Straight Side Basket Corp. v. Webster Basket 
Co., 82 F. (2d) 245, 246 (C.C.A. 2d, 1936), where it was. 
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from Justice Reed’s opinion in the Line Material case is 
that such agreements are unlawful; he speaks repeatedly 
of price control over “patented devices,”’** and he em- 
phasizes the fact that a patent is limited to the scope of 
a patent grant.” The same reasoning points to the con- 
clusion that it is necessary that the patent “cover com- 
pletely”’® the finished product. As a logical matter a 
provision in a patent license agreement fixing prices on 
a product only partially covered by patents necessarily 
controls the price of the unpatented part of the product. 

United States v. U. S. Gypsum Co. decided on the 
same day as the Line Material case, also involved the rule 
in the General Electric case, but the Court was unanimous 
in its conclusion that the arrangements among the defend- 
ants violated the antitrust laws. A consideration of the 
Gypsum opinion, together with the Line Material opin- 
ion is necessary in order to see what is left of General 
Electric. The Gypsum record is long and the facts are 
complicated but the essential facts may be summarized 
as follows. 

The defendants manufacture Gypsum products in- 
cluding plasterboard, lath, wallboard and plaster. Gyp- 
sum products manufactured by the defendants are widely 
used in the construction industry. U. S. Gypsum, the 
principal defendant, is the largest manufacturer of wall- 
board in the United States. Considered together, the de- 
fendants sold nearly all the Gypsum plasterboard, lath 
and wallboard sold in the Eastern part of the United 
States, and a substantial part of the plaster sold in the 
same area. 

Gypsum board, the product principally involved in 
the anti-trust proceedings, is manufactured by crushing 
mineral gypsum, adding water to the powder and spread- 


178 333 U. S. 287, 306, 311, 315, cit. supra note 4. 
179 Td. at pp. 300, 303, 308. 
180 These are the words of the Supreme Court used to describe the patents 
owned by General Electric Co., 272 U. S. 476, 481, cit. supra note 79. 
181 333 U. S. 364, cit. supra note 4. 
4 
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ing the so-called “slurry” between two pieces of paper, 
the so-called “liner.” The paper adheres to the gypsum 
when it hardens, thus forming a board with a paper finish 
for use on walls in the construction of buildings. 

A number of patents were involved in the litigation. 
The patent story begins in 1912 when U. S. Gypsum ac- 
quired a patent covering the so-called closed edge board 
—the paper “liner” was folded over the edge of the board 
—thus making a finished product which was less subject 
to breaking and chipping. Previously all gypsum board 
was made with the gypsum part of the board exposed at 
the edges. Following several infringement controver- 
sies‘* U. S. Gypsum entered into license agreements with 
a number of manufacturers covering the closed-edge pat- 
ent, the license agreements in all cases containing a price- 
fixing clause which was effective until 1929 when the 
closed-edge patent expired. The expiration of the closed- 
edge patent was a significant date, as it was the licensing 
arrangements which were entered into to deal with the 
situation when the closed-edge patent expired, that were 
the subject of the present anti-trust proceedings. 

U. S. Gypsum had no product patents of any signifi- 
cance upon which the elimination of price competition 
could be based after the closed-edge patent expired in 
1929. A second patent entered the picture shortly be- 
fore 1929 when the U. S. Gypsum announced at a meeting 
of licensees that it had acquired a new patent application 
—covering an improved gypsum board made by adding a 
foam to the “slurry” so that the resulting board had a 
uniform cellular construction. ‘The application, how- 
ever, was not the same as a patent. Subsequently, at a 

182 The closed edge patent was held valid in Bestwall Mfg. Co. v. United 
States Gypsum Co., 270 Fed. 542 (C. C. A. 7th, 1921) ; cert. den. 263 U. S. 713 
(1923) ; United States Gypsum Co. v. Bestwall Mfg. Co., 258 Fed. 647 (N. D. 
Ill, E. D. 1919) ; aff’d. sub. nom. Bestwall Mfg. Co. v. United States Gypsum 
Co., 270 Fed. 542 (C. C. A. 7th, 1921); Bestwall Mfg. Co. v. United States 
Gypsum Co., 290 Fed. 798 (C. C. A. 7th, 1923), cert. den. 263 U. S. 713, 44 Sup. 
Ct. 132, 68 L. ed. 520 (1923) ; United States Gypsum Co. v. Bestwall Mfg. Co., 


290 Fed. 800 (C. C. A. 7th, 1923) ; United States Gypsum Co. v. Bestwall Mfg. 
Co., 15 Fed. (2d) 704 (N. D. Ill, E. D. 1925). 
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meeting of the licenseees, one of the licensees agreed to 
assign to U. S. Gypsum a so-called “starch” patent— 
covering the addition of starch so that the paper liner 
was less likely to peel—so as to avoid any break in the 
price control until the bubble-board or foam patents 
actually issued.** 

Prior to the expiration of the closed-edge patent in 
1929, there were a number of meetings between the U. S. 
Gypsum and the prospective licensees to discuss new 
proposed licenses to be executed after the closed-edge 
patent expired. The prospective licensees also met alone 
to discuss the situation. At these meetings the possibility 
of price control and “stabilization” of the industry 
through the use of patent license agreements was men- 
tioned as an important objective. Representatives of the 
industry expressed concern over the fact that the pre-1929 
license agreements provided for price control only until 
the closed-edge patent expired in 1929. Price-fixing 
clauses in the new proposed licenses were discussed at the 
meetings and ultimately all of the defendants in 1929 
signed licenses containing price-fixing provisions. There 
was little doubt that all of the members of the industry 
knew that the other members of the industry were enter- 
ing into license agreements containing price-fixing pro- 
visions. 

The government’s evidence showed that following the 
signature of agreements, there was a price rise on first- 
quality board, and the defendants ceased to manufacture 
open-edge board, a principal item which had been used 
for competitive price-cutting. There was dispute as to 
whether the cessation of the manufacture of open-edge 
board had been agreed upon by the defendants but there 
was no doubt that the licensees anticipated that the open- 
edge board would cease to be manufactured after the 
license agreements were signed. 


183 The assignor of the starch patent paid lower royalties than the other de- 
fendant licensees. 
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Prices were fixed under the license agreements through 
a very elaborate set of bulletins issued by the licensor, 
U.S. Gypsum. The bulletins fixed the terms and condi- 
tions of sale as well as actual prices. U. S. Gypsum, 
through the bulletins, required the licensees to adopt a 
basing point system of pricing, similar in many respects 
to that which was held to be illegal in the Cement case.“ 
It is enough to note that the price control based on the 
license agreements was complete, and there was no area 
of freedom in which any company could operate in the 
sales of wallboard. For example, U. S. Gypsum even 
forbade the employment of commissioned salesmen with- 
out written consent because such a salesman might rebate 
part of his commission, thereby cutting the price. 

The price-fixing system had other very important in- 
fluences on the method of distributing Gypsum products. 
Soon after the agreements were executed, U. S. Gypsum 
adjusted the prices and discounts so that jobbers, a class of 
trade that formerly handled wallboard, were eliminated 
in the distribution of wallboard. Under the new discount 
schedules fixed by U. S. Gypsum, a wallboard jobber 
could not exist financially. 

To enforce and police the price-fixing system U. S. 
Gypsum set up a separate organization called Board Sur- 
vey. Among other things, Board Survey inquired into 
complaints that a licensee had cut prices on plaster or 
other products sold with wallboard. The theory upon 
which this was done was that a rebate on a product sold 
with wallboard was in effect a rebate on wallboard and 
a violation of the fixed prices. 

The government’s complaint filed in 1940 charged 
that the licensing agreements executed in 1929 were in- 
valid under Sections 1, and 2 of the Sherman Act and that 
the patent licenses were a screen for an illegal price-fixing 


184 For a discussion of the legality of basing point jas system and Fed- 


eral Trade Commission v. Cement Institute, 333 U. , cit, supra note 4, 


see the companion article by the authors in 48 Cot. L. Rev. 985, cit. supra note 
18. 
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conspiracy among the defendants. When the defendants 
sought to defend on the ground that the arrangements 
were authorized by reason of the ownership of patents, 
the government amended its complaint and attacked the 
validity of the unexpired patents. In advance of trial, 
the District Court, on motion of the defendants granted 
partial judgment against the government dismissing that 
part of the complaint which attacked the validity of the 
patents.*° The case went to trial in November 1943. 
In April 1944, at the close of the government’s case, the 
defendants moved to dismiss the suit under Rule 41 (b) 
of the Federal Rules of Civil Procedure. In June 1946, 
the District Court filed its opinion granting the defend- 
ant’s motion and judgment was entered dismissing the 
proceeding.’*° The District Court’s opinion is long and 
consists mainly of an elaboration of its understanding of 
the General Electric case, and its conclusion that all the 
arrangements among the defendants were justified by 
that case. 

The Supreme Court reversed the judgment of the trial 
court’” and sent the case back for the completion of the 
trial, Justice Reed writing the opinion for unanimous 
Court on the substantive issue of law as to the illegality 
of defendant’s licensing arrangements under the Sherman 
Act. Justice Frankfurter dissented from a “deliberate 
dictum” of the Court that the United States could attack 
the validity of a patent in an anti-trust proceeding. 

The Supreme Court’s analysis of the law begins with 
the Court’s conclusion that the record showed a “plan of 
the licensors and licensees to fix prices and regulate oper- 


185 United States v. United States Gypsum Co., 53 F. Supp. 889 (D. C. D. C. 
1943). 


186 United States v. United States Gypsum Co., 67 F. Supp. 397 (1946). It 
is worth noting that the District Court required more than 2 years to rule on 
the defendant’s motion, and that it was not until nearly 27 months after the 
conclusion of the government’s case that the court entered its findings of fact 
and conclusions of law and the judgment was entered against the government. 
The length of time required to dispose of this issue is a pertinent commentary 
on the expedition with which Sherman Act cases are tried and disposed of. 


187 United States v. U. S. Gypsum Co., 333 U. S. 364, cit. supra note 4. 
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ations in the Gypsum board industry.” *** “Conspiracies 
to control prices and distribution,” Justice Reed contin- 
ued, “such as we have here, we believe to be beyond any 
patent privilege.” *** The District Court had held that 
the patent agreements would be illegal only if entered 
° . e e ° 3% 
into in bad faith and it concluded that the motives of 
the defendants were not evil but on the contrary, that the 
defendants in arranging this scheme and in carrying it 
out, acted in good faith reliance on the rule of the Gen- 
eral Electric and Bement cases. The Supreme Court 
rejected this notion of motive and disposed of the Dis- 
trict Court’s position by holding that “we conclude that 
regardless of motive, the Sherman Act bars patent ex- 
ploitation of the kind that was here attempted. The 
license agreements and the bulletins established the con- 
spiracy of the licensor and each licensee to violate the 
Sherman Act.” ’” 

From the premise that the defendants had engaged in 
a conspiracy to fix prices and to control and stabilize the 
industry, the Court found little difficulty in distinguish- 
ing the General Electric decision: 

The General Electric case affords no cloak for the course of 
conduct revealed in the voluminous record in this case. That 
case gives no support for a patentee, acting in concert with all 
members of an industry, to issue substantially identical licenses 
to all members of the industry under the terms of which the in- 
dustry is completely regimented, the production of competitive 
unpatented products suppressed, a class of distributors squeezed 
out, and prices on unpatented products stabilized. We apply 
the “rule of reason” of Standard Oil Co. v. United States, 221 
U. S. 1, to efforts to monopolize through patents as well as in 
non-patent fields. Even in the absence of the specific abuses in 
this case, which fall within the traditional prohibitions of the 
Sherman Act, it would be sufficient to show that the defendants, 


constituting all former competitors in an entire industry, had 
acted in concert to restrain commerce in an entire industry under 


188 Jd. at p. 389. 

189 Td. at p. 391. 

190 Jd. at p. 393. For a discussion of motive and its relevance to a Sherman 
Act case see United States v. Paramount, 334 U. S. 131, cit. supra note 4, dis- 
cussed by the authors in Yate L. J. cit. supra note 17 and United States v. 
Columbia Steel Co., 334 U. S. 495, cit. supra note 4, discussed by the authors 
in U. or Pa. L. REv. cit. supra note 16. 
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patent licenses in order to organize the industry and stabilize 
prices. That conclusion follows despite the assumed legality of 
each separate patent license, for it is familiar doctrine that law- 
ful acts may become unlawful when taken in concert.’** 


A close examination of the Supreme Court’s opinion 
indicates that the Court, in order to reach the conclusion 
that the defendants’ conduct was illegal in the Gypsum 
case, has narrowed the rule of the General Electric opin- 
ion in a number of important respects. In the Gypsum 
case there were multiple licensees and each licensee en- 
tered into its license agreement knowing that the other 
licensees were also going to sign similar agreements. The 
Court referred to the fact that the licensees acted in con- 
cert or with full knowledge of the price-fixing interests 
of the other licensees. But in the General Electric case 
also there were multiple licenses; the Westinghouse 
license was the only license agreement with price control, 
but there were other licensees of the General Electric 
Company who were restricted as to the quantity of pro- 
duction.*” It would appear to follow from the Gypsum 
case that a showing of uniform action by licensees with 
knowledge of the acts of other licensees takes the case out 
of the General Electric rule; the licensing arrangements 
are converted into an illegal concert of action. A pat- 
entee can no longer safely negotiate with more than one 
licensee if the license contains restrictive provisions. 


In the Supreme Court the government made a good 
deal of the argument that the U. S. Gypsum Company, 
the licensor, had attempted through the license agree- 
ments to control not only the price of gypsum board but 
also terms of sale for gypsum board and the manner of 
selling other products when sold with the board. This 
is not a wholly satisfactory distinction of the General 
Electric case. General Electric Company controlled the 


191 United States v. U. S. Gypsum Co., 333 U. S. 364, 400, cit. supra note 4. 


192 Record on appeal, United States v. General Electric, 272 U. S. 476, supra 
note 79, 
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terms of sale as well as prices charged by Westinghouse. 
One of the issues was whether Westinghouse was required 
to use the same agency system of distribution followed by 
the General Electric Company and if so whether that 
requirement was illegal. The Supreme Court had held 
that the “‘result must be the same” whether or not West- 
inghouse was bound to use the agency system of distribu- 
tion. It is apparent, therefore, that the Supreme Court, 
as constituted two decades ago, thought that the patentees’ 
power to fix prices included broad authority to fix condi- 
tions of sale and to regulate the conduct of the licensees’ 
business. But Gypsum in 1948 points to the conclusion 
that attempts to control the conduct of the business of the 
licensee—as well as the price of the patented product— 
will probably invalidate the license agreement. 

This brings us to the “deliberate dictum” of the major- 
ity that the government could attack the validity of the 
U. S. Gypsum’s unexpired patents in the anti-trust pro- 
ceeding. As we have noted the government sought to 
amend its complaint to permit such an attack on the 
validity of the patents. The District Court held that the 
Department of Justice was estopped to attack the validity 
of patents on the ground that the Government was in 
reality seeking review of action by the Comission of Pat- 
ents.**° In reaching that result the District Court relied 
principally on United States v. Bell Telephone Co. 
where the Supreme Court held that the Attorney Gen- 
eral was without statutory or other powers to bring an 
action to set aside a patent on the ground that the Patent 
Office had erroneously issued the patent. Justice Reed, 
in rejecting the conclusion of the District Court, distin- 


183 United States v. United States Gypsum Co., 53 F. Supp. 889 (D. C. D. C. 
1943). The opinion of the District Court was criticized in detail by Roscoe 
Steffen who tried the dy case for the government and argued the cause in 
the Supreme Court. Steffen, Invalid Patents and Price Control, 56 Yate L. J. 
gs See also Note (1944) 53 Yate, L. J. 579; Note (1944) 57 Harv. L. 
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194 167 U. S. 224, 17 Sup. Ct. 809, 42 L. ed. 144 (1897). In the Telephone 
Case, the government also charged fraud, but its proof failed. 
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guished the Bell Telephone case saying that in an anti- 
trust proceeding the United States is not seeking to cancel 
the patents; it seeks merely to show that the patents are in 
fact invalid and therefore no defense to restrictive licen- 
sing agreements. The principle upon which the Supreme 
Court upheld the right of the United States to challenge 
the validity of the patents is contained in the following 
statement from the majority opinion. 


In an antitrust suit instituted by a licensee against his licensor 
we have repeatedly held that the licensee may attack the validity 
of the patent under which he was licensed, because of the public 
interest in free competition, even though the licensee has agreed 
in his license not to do so. Sola Electric Co. v. Jefferson Elec- 
tric Co., 317 U. S. 173; Katzinger Co. v. Chicago Mfg. Co., 329 
U. S. 394; MacGregor v. Westinghouse Co., 329 U. S. 402. In 
a suit to vindicate the public interest by enjoining violations of 
the Sherman Act, the United States should have the opportunity 
to show that the asserted shield of patentability does not exist. 
Of course, this appeal must be considered on a record that as- 
sumes the validity of all the patents involved.’* 


Justice Frankfurter dissented from this part of the opin- 


ion not because he disagreed with the substance of the 
majority’s views on this question but on the ground that 
the Supreme Court should avoid passing on important 
issues of public law when such decisions are, as the ma- 
jority confessed, unnecessary to the decision in the case. 
This is the first time, apart from one unreported case 
referred to by the government,** in which the United 
States has been authorized to attack the validity of a 
patent in an anti-trust case. So far as the reported cases 
show, the only other instance in which the question arose 
was in the proceeding brought by the United States 
against the petroleum industry in the so-called “oil 
cracking” case.” The 3 judge district court there was 
divided “respecting the right of the government to attack 
the validity of the patents in these proceedings.” ** But 
195 333 U. S. 364, 387-388, cit. supra note 4. 
196 United States v. Porcelain Appliance Corp. (N. D. Ohio E. D. 1926). 
197 United States v. Standard Oil Co., 33 F. (2d) 617 (N. D. Ill, E. D. 


1929), rev’d 283 U. S. 163, 51 Sup. Ct. 421, 75 L. ed. 926 (1931). 
198 33 F. (2d) 617, 623. 
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the Supreme Court did not pass on the question, since the 
United States failed to appeal on that issue. The prece- 
dents relied on by Justice Reed are cases holding that a 
licensee is not estopped to attack the validity of a patent 
if the license agreement itself contains provisions that 
would be illegal per se but for the patent; in the three 
cases cited, by Justice Reed, the patent licenses contained 
price-fixing provisions. The rationale of those cases 
would appear to have been extended by the Gypsum opin- 
ion to permit the government, at least, to show invalidity, 
for any reason, in an anti-trust proceeding where the pat- 
ents are relied upon as sanctioning the defendants’ acts. 

It is not clear from the Court’s opinion whether the 
rule permitting a patent to be attacked in an anti-trust 
proceeding is confined to cases brought by the United 
States or extends to treble damage actions brought by 
private parties. There would seem to be no sound basis 
for distinction between government and private suits. A 
private plaintiff, like the government, may seek injunc- 
tive relief’ as well as treble damages™ if he is injured by 
conduct violative of the Sherman Act or the Clayton Act. 
While the private suitor is not suing to “vindicate the 
public interest” on the same broad basis as the United 
States, his suit is in furtherance of the public policy in- 
herent in the anti-trust statutes and he should, therefore, 
be entitled to the same defenses or remedies as the United 
States. 

It seems likely that the government’s new power will 
be used sparingly. Anti-trust suits are notoriously long. 
If a complicated patent issue is to be added to the other 
complex issues of law and fact, the possibilities of end- 
less delay seem unparalleled. This new rule, however, 
adds a potent weapon to the Anti-trust Division’s arsenal. 
Patents will not necessarily be assumed to be valid in the 
future anti-trust suits. 

The Supreme Court in the Gypsum case also spoke on 


199 38 Star. 737 (1914), 15 U. S. C. § 26 (1946). 
200 38 Srat. 731 (1914), 15 U. S. C. $15 (1946). 
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an important trial point. In the Gypsum case a mass of 
documents was introduced at trial, documents which the 
defendants sought to explain away by oral testimony. 
The Supreme Court stated a guiding principle that oral 
denials at trial are of little weight as against contempor- 
aneous records. It is worth quoting the whole of the 
Court’s statement: 

The government relied very largely on documentary exhibits, 
and called as witnesses many of the authors of the documents. 
Both on direct and cross-examination counsel were permitted to 
phrase their questions in extremely leading form, so that the im- 
port of the witnesses’ testimony was conflicting. On cross- 
examination most of the witnesses denied that they had acted in 
concert in securing patent licenses or that they had agreed to do 
the things which in fact were done. Where such testimony is in 
conflict with contemporaneous documents we can give it little 
weight, particularly when the crucial issues involve mixed ques- 
tions of law and fact.?” 

The effect of this statement should be to shorten the trials 
since oral evidence “explaining” a contemporaneous doc- 
ument will be of little avail. 

One final word. Eight years elapsed from the time 
the suit was instituted until it was decided by the Supreme 
Court. When the case was returned to the District Court, 
the government on June 4, 1948—upon the same record 
that was before the Supreme Court—filed a motion for 
summary judgment. The defendants opposed the motion 
and it was argued on June 29, 1948. On the same day 
the three judge District Court—Judge Stephens dissent- 
ing—rejected the defendants’ generalized offer of further 
evidence and granted the government’s motion.” 


Conclusion 


Decisions of the Supreme Court in fields as diverse 
topically as (a) the validity of patents, (b) procedural 
problems arising in anti-trust litigation, and (c) the inter- 
relation between the scope of the patent privilege and the 
Sherman Act, do not ordinarily lend themselves neatly 


201 333 U. S. 364, 395-396, cit. supra note 4. 

202U. S. v. U. S. Gypsum Co.—Civil Action No. 8017—40 (D. C. 1948); 
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to broad conclusions. Yet we believe that a single theme 
is discernable in the Court’s decisions on these diverse 
subjects that have just been reviewed. The public policy 
of free competition embodied in the anti-monopoly stat- 
utes is the paramount principle that not only seems to 
underlie the majority’s views in each individual case but 
also to explain the fundamental relationship between the 
rulings taken as a whole. 

Evasion or delay of anti-trust suits was forestalled by 
the Court’s decisions in the National City Lines and 
Scophony cases. The substantive scope of the anti-trust 
laws was broadened by the Court in both the International 
Salt and the Mandeville Island Farms suits. Because of 
the monopoly aspects of the patent privilege, strict stand- 
ards of validity were laid down in the Funk Seed case. 
The extent to which a patent can be used to fix prices 
or otherwise interfere with normal competitive processes 
was sharply limited by the Court’s Gypsum and Line Ma- 
terial decisions. Only in the latter case did the three- 
way split among the Justices create some measure of 
doubt and uncertainty concerning the extent to which, 
where patents are involved, exceptions to the basic prin- 
ciple of free competition will be carried out judicially. 
Offsetting this lapse, was the majority’s forthright state- 
ment in the International Salt case of the basic objective 
that should be served by a decree in anti-trust suits: 

In an equity suit, the end to be served is not punishment of 
past transgression, nor is it merely to end specific illegal practices. 
A public interest served by such civil suits is that they effectively 
pry open to competition a market that has been closed by defend- 
ants’ illegal restraints. If this decree accomplishes less than 
that, the Government has won a lawsuit and lost a cause.? 

If these principles are taken as the basic criteria for 
formulating decrees, then it cannot be gainsaid that the 
Supreme Court has made an important contribution to- 
wards the preservation of that free competition that is 
essential to our political and economic democracy. 


203 332 U. S. 392, 401 cit. supra note 4. 






PATENT COMBINATIONS AND THE 
ANTI-TRUST LAWS 


LAURENCE I. WOOD* 


The United States is today at the zenith of a sixty-year 
trust-busting era. We have, during the decade last past, 
witnessed the emergence of one of the great thrusts of a 
long campaign. During those ten years, the hard core of 
Sherman Act activity has centered about the impact of 
that act upon the patent system. Thurman Arnold said 
some years ago that if the anti-trust laws were being 
enacted today they would have been called the anti-patent 
laws. Ever since 1938 it has been the avowed objective 
of the Anti-trust Division to rewrite the law to narrow 
and confine the scope of protection given by the patent 
right. This activity has been advanced along lines both 
legislative and judicial. Although singularly unavailing 
in the former aspect of that campaign, those determined 
to whittle down the scope of the patent prerogative have 
been eminently successful before the courts. 

It will be our attempt to explore and delineate the tor- 
tuous line of legality which has evolved from the long 
running battle between the advocates of a strong patent 
policy on the one hand and the advocates of a strong 
anti-trust policy on the other. Many writers have, by 
their own confession, met their ultimate barrier at the 
very start, for they profess to be completely unable to 
reconcile the grant by the government of letters patent, 
which are admittedly monopolies, while the government 
at the same time has undertaken to make monopoly 
illegal. 

Judge Frank has perhaps best answered this proposi- 
tion: 

To denounce patents merely because they create monopolies is 
to indulge in superficial thinking. We may still want our society 


* Member of the New York and Illinois bars, Assistant to the Vice-President 
and General Counsel, General Electric Company. Author of “PATENTS AND 
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to be fundamentally competitive. But there has seldom been a 
society in which there have not been some monopolies, i. e., 
special privileges. The legal and medical professions Have their 
respective guild monopolies. The owner of real estate, strategic- 
ally located, has a monopoly; so has the owner of a valuable 
mine; and so have railroad and electric power companies. The 
problem is not whether there should be monopolies, but, rather, 
what monopolies there should be, and whether and how much 
they should be regulated.* 

“A patent,” said Mr. Justice Holmes, “is property car- 
ried to the highest degree of abstraction—a right... 
to exclude, without a physical object or content.”’ It is 
the unfortunate fact that no intelligible consideration of 
the problems of the patent pool and monopoly is possible 
without a precise understanding of and emphasis on 
some of the more important characteristics of that prop- 
erty right, for the institution of the patent pool was 
spawned of necessity out of the inherent nature of the 
patent grant itself. 

The patent is a creature of unique character: contrary 
to its express wording—and that of the statutes creating 
it—it does not give to the patentee the right to make or 
sell his invention. The patent gives the patentee only the 
right to exclude others from making, using, and selling 
his discovery. So far as his right to make and sell an in- 
vented product is concerned, that is a common law right 
which the inventor already has. To that the patent law 
adds nothing; what it does create is a new right of exclu- 
sion of others. This distinction sounds like that of a 
pedant, yet it has shaped the entire development of the 
patent system in our economy. For it frequently happens 
that the patentee himself may have no right to make or 
sell his own invention. ‘The practice of his invention 
may bring him squarely within the claims of a patent 
owned by someone else. Such may occur, for the Patent 
Office in making its grant undertakes only to see that the 
patentee is the first to discover his particular invention; 


1 Picard v. United Aircraft Corp., 128 F. (2d) 632, 643 (C. C. A. 2d, 1942). 
2 Hoimes Poitock Letrers (1941) v. 1, p. 53. 
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it does not decide whether or not his practice of his inven- 
tion will infringe the broader claims of some earlier 
patent already granted to another. The statutes make 
express provision for the grant of a patent to “Any person 
who has invented . . . any new and useful art, machine, 
manufacture, or composition of matter, or any new and 
useful improvements thereof . . .”* Since the inception 
of these laws, it has been clear that the inventor of an 
improvement patent is not entitled to use the original 
patent. Judge Story said in 1814: 


The original inventor of a machine is exclusively entitled to a 
patent for it. If another person invent an improvement on such 
a machine, he can entitle himself to a patent for such improvement 
only and does not thereby acquire a right to patent and use the 
original machine. . . .* 

It may frequently happen that the original invention 
is not commercially acceptable and that only the improve- 
ment invention transfers it into marketable form. Yet 
the improvement patent, if separately owned, may be in- 
capable of separate use. The monopolies are legally 
completely independent, though they are given on inven- 
tions wholly interdependent. This situation is legally 
difficult to avoid; it is economically impossible to tol- 
erate. 

No legislative solution has been adopted to solve the 
conflicts inevitably resulting. ‘Therefore, avoidance of 
serious deadlocks lays only in positive action by the con- 
flicting patentees. It is here that the element of coop- 
eration entered into the patent system. The issuance to 
independent owners of a large number of interdependent 
patents forced upon industry the institution of the patent 
pool. Cooperation among patent owners serves the pur- 
pose of eliminating restrictions as between the parties. 
In its ideal form the pool does not serve to restrain com- 
petition but to permit it. The original inventor gives a 
license to the improvement inventor in return for the 


346 Stat. 376 (1930), 35 U. S. C. $31 (1946). 
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right to use the improvement. The result is that where 
before each had only the negative right to exclude the 
other, both may now make the complete product in its 
perfected form. 

In our modern technological economy this fundamen- 
tal situation is multiplied a thousandfold. It may be 
categorically stated that the saving factor of the patent 
system is the development of the patent pool, for without 
the element of cooperation as an escape valve, the system 
would long since have been distorted completely by the 
pressure of the need for integration in a highly systema- 
tized industrial world. The rapid development of the 
machine technique and the attendant need for economic 
standardization and uniformity of product created the 
need for cooperative effort impossible of achievement 
under a multitude of mutually exclusive monopolies. 

“The use of the term ‘pool’ in this connection is now 
well established.” ° However, from the standpoint of 
sematics, the use of that word is, at the least, inept, inas- 
much as it has historically been associated with those 
combinations in restraint of trade which were most op- 
pressive at the time of the enactment of the original anti- 
monopoly legislation. This aspect of terminology has 
not been overlooked by those critical of patent inter- 
change agreements, their definitions of patent pools ob- 
viously assuming illegality and having the general tenor 
of “a patent pool is a patent pool is a patent pool.” But 
the phrase has been accepted generally—for good or bad 
—and we shall ignore the subtler tones of innuendo and 
treat it solely as an identifying medium. 

For our purposes, the most satisfactory definition of a 
patent pool is that it comprises all modes and forms of 
cooperation between patents held by different interests.° 


5 Oppenheim, Cases ON FepERAL ANTI-Trust Laws (1948) p. 553. 

® Cf. Mr. Justice Reed’s definition in United States v. Line Material Co., 
333 U. S. 287, 313 n. 24, 68 Sup. Ct. 550, 92 L. ed. 510 (Mar. 8, 1948). “The 
words ‘patent pool’ are not words of art. The expression is used in this opinion 
to convey the idea of a linking of the right to use patents issued to more than 
one patentee.” 
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While strictly speaking a pool exists only where title to 
patents is transferred, the considerations present in cross- 
licensing agreements are virtually identical. Therefore 
the two modes of patent cooperation will be treated as syn- 
onymous. The means of effecting the cooperation may be 
of several types: the most common method is to cross- 
license; another is to assign all the patents to a trustee 
who, in turn, gives each member a license under the com- 
bined patents. Often the result is achieved by purchase 
or assignment; occasionally, by consolidation of two or 
more concerns. But whatever the device, and whatever 
its ultimate aims, the immediate object is to free the 
members, to some extent at least, from the monopolies of 
the combined patents. 

For this reason I would take direct issue with those 
who draw an arbitrary distinction between the legality 
of cross-licenses as distinguished from patent pools— 
which latter they hold to be bad in and of themselves. 
The determinative test is not of the form of the trans- 
action but of its substance, and so long as the objective 
and effect of any such arrangement is in the ultimate to 
free the art and increase competition, it would certainly 
meet the most rigid judicial test. 

Quite obviously then, our next inquiry is as to the effect 
of pools—for in the ultimate analysis, the propriety of 
their place in our economy must turn on whether they 
work for good or for evil. 

Certainly their impact is heavy. The most significant 
factor in the patent system of today is the effect of the 
exchange of multiple patents on that system. Since it is 
the very purpose of patent interchanges to avoid the re- 
strictions created by the grants themselves, it is not sur- 
prising that these transfers have altered the nature of the 
protection afforded by patents without the formality of 
statutory amendment. The significance of new patents to 
members of such groups differs markedly from the grant 
to an independent enterpreneur. A pool member will 

5 
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frequently add its new patents automatically into the co- 
operative interchange in return for a royalty or for cor- 
responding rights under a competitor’s new patents. 
These grants represent, therefore, not so much a means 
of exclusion as a medium of exchange. 

The objectives which underlie the creation of a patent 
pool have ranged from those most praiseworthy to those 
which are deliberately anti-social. 


1. The origin of the pool, outlined above, indicates its benefit 
of making possible the most preferred products by freeing the art 
of patent barriers. The members of a pool, having the right to 
the use of the latest developments in the art, tend naturally to 
adopt those devices most efficient and economical. This makes 
possible the improvement of products and the resulting benefits of 
standardization. The public receives a better product at a lower 
cost; the manufacturer creates a larger market for his goods. 

2. Patent litigation has been one of the most universally criti- 
cized features of the system. Not only does it involve tremendous 
consumption of money and time; it burdens the emergent enter- 
prise with the immeasurable handicap of uncertainty. Without 
the pooling of patents incessant litigation would be inevitable, and 
the ultimate cost of such extravagance would be visited of course 
on the consumer. The recorded history of every patent pool has 
shown avoidance of litigious risks as a primary factor in its in- 
ception. 

3. Closely related to the foregoing are the collateral benefits 
of permitting competition in an art where there could otherwise 
be no competition; in spurring research by insuring freedom 
from blocking off of discoveries; and in providing an open 
market for his invention to the independent inventor—a market 
otherwise barricaded by variously held conflicting patents. 

4. It is unfortunate that the foregoing list of objectives does 
not exhaust the motives of the creators of patent pools. For 
the cooperative interchange of patent rights has proven a most 
popular way of eliminating not only patent conflicts but compe- 
tition as well. It is indeed in the area of the patent pool that 
the Anti-trust Division of the Department of Justice has in the 
past decade found its most fertile field of activity. 


The origin of the patent pool was, as we have seen, out 
of necessity. But 


when patents are pooled new problems arise. A determination 
of the conditions and circumstances under which it is permissable 
to concentrate patent rights and the nature of the limitations and 
restrictions that may be imposed in licenses issued in connection 
with such pooling arrangements involves the difficult problem of 
reconciling the broad considerations of public policy underlying 
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both the anti-trust and the patent laws. Although there may be 
no basic conflict between these laws when the patentee stays 
within the scope of his grant, the pooling of patents necessarily 
involves cooperation between interests controlling the various 
patents.’ 
This immediately raises the further question of whether 
or not this cooperation is part of an attempt to expand the 
patentees’ right to exclude through the medium of the 
combination. 

It will be noted that by definition a pool necessarily 
involves a combination of two or more persons. Thus, 
its legality ‘““must be determined in the light of the general 
principles of anti-trust law applicable to other combina- 
tions . . .”* And where the pool results in the acquisi- 
tion of patent rights by a single concern, the application 
of Section 2 of the Sherman Act, relating to problems of 
monopoly, is involved as well. 

The actual resolution of the problem has historically 
been, and must certainly continue to be, on the basis of 


a case-by-case approach. Only in this way is it possible 
to have any intelligent evaluation of the benefits resulting 
from the freeing of valuable patent rights as contrasted 
with the dangers which may follow from the combination 
or from conditions which are designed not for the legiti- 
mate exploitation of their patent monopoly but rather to 
restrain trade and to eliminate competition. 


It is important to note that the evils attributed to patent pools 
. . . flow not from the actual pooling of the patent rights but 
from restrictions and limitations the participants in the pool vol- 
untarily impose upon themselves and their licensees. . . . The 
essential advantage accruing to the public is that the pooled 
patents are made widely available to the industry, thereby pro- 
moting competition and eliminating wasteful litigation to settle 
conflicting patent claims.® 


So long as these prove to be the actual effects, the bene- 


fits of any patent pool will certainly outweigh its defects. 
But the additional tests which the court must apply are 


7 Oppenheim, Op. cit. supra, note 5 at p. 552-3. 
8 Id. at p. 553. 
9 Jd. at pp. 553-4. 
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whether or not the industry has been monopolized, wheth- 
er or not entry is available to responsible manufacturers, 
whether or not “competition in production, prices, and 
territorial markets is suppressed. . . .”*° 

The language traditionally used by the courts in apply- 
ing these tests is whether or not the restrictions are within 
the “scope of the patent grant.” This has become analo- 
gous to the “proximate cause” device used in tort cases to 
bestow ultimate liability where the court thinks it fairly 
belongs. For while the Supreme Court was able to say 
in one case that rights conferred by patents “are indeed 
very definite and extensive,” * that statement was made in 
1912, and constitutes a dictum which no court would be 
foolish enough to repeat today. In fact, what comes 
within the scope of the patent grant is apparently a con- 
stantly narrowing ephemeral area which is rezoned in 
each case in accordance with the economic philosophy of 
the current majority on the Supreme Court. 

The cases involving the validity under the anti-trust 
laws of patent pools are too numerous and complex to 
review in detail in anything short of a four-year course. 
But there are certain highlights in the historical progress 
of this field of law which serve to mark fairly well the 
direction which the Court has followed. 

The earliest anti-trust decisions involving aggregation 
of the patent rights center around the activities of the 
National Harrow Company. In 1890 several manufac- 
turers of harrows discontinued their relatively unprofit- 
able competitive activity to form the National Harrow 
Company, to which they assigned their patents and good 
will. National Harrow then licensed each manufacturer 
to make and sell for his own account his respective brands 
of harrows, subject to uniform terms and conditions. The 
licenses bound the licensees not to cut prices, not to sell 


10 Jd. at p. 554. 


11 Standard Sanitary Mfg. Co. v. United States, 226 U. S. 20, 49, 33 Sup. 
Ct. 9, 57 L. ed. 107 (1912). 
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competing unpatented harrows, and provided for severe 
liquidated damages for breach of agreement. The par- 
ticipants constituted seventy per cent of the total produc- 
tion of competing harrows. The court tests of this ar- 
rangement were manifold, and in every instance where 
the validity of the pool was tested the result was a defeat 
for the pool. The Third Circuit Court of Appeals pass- 
ing on the arrangement in 1897 said: 


It is manifest . . . that the purpose of the parties was to form a 
combination between the various manufacturers of these harrows, 
to prevent competition in business and enhance prices; and 
such is the effect of their agreement. . . . The fact that the prop- 
erty involved is covered by letters patent is urged as a justi- 
fication ; but we do not see how any importance can be attributed 
to this fact. Patents confer a monopoly as regards the property 
covered by them, but they confer no right upon the owners of 
several distinct patents to combine for the purpose of restraining 
competition and trade. Patented property does not differ in this 
respect from any other.?? 


The argument by the defense that this was merely an 
attempt to settle pending litigation was promptly re- 


jected : 


Patentees may compose their differences, as the owners of 
other property may, but they cannot make the occasion an excuse 
. cloak for the creation of monopolies to the public disadvant- 
ee 
It is most significant that when the legal problems of 
the National Harrow Company reached the Supreme 
Court in Bement v. National Harrow Company,” the 
issues there presented did not involve the propriety of the 
pool, but raised a question solely as to the validity of a 
single license agreement between the National Harrow 
Company and one of its licensees. The Court expressly 
stated that it could not assume that similar agreements 
had been made with other manufacturers having a sim- 
ilar restraining effect. This was despite the fact that the 
Supreme Court decision was in 1902, five years after the 


12 National Harrow Co. v. Hench, 83 Fed. 36, 38 (C. C. A. 3d, 1897). 
18 [bid. 
14186 U. S. 70, 22 Sup. Ct. 547, 46 L. ed. 1058 (1902). 





68 THE GEORGE WASHINGTON LAW REVIEW 


decision of the Third Circuit Court of Appeals. The 
Supreme Court’s holding in the Bement case was simply 
that it is within the patentee’s prerogative to agree with 
his licensee that the latter must maintain prices. Insofar 
as the validity of license restrictions is concerned, the 
Bement case is still accepted authority. 

It was in the Bathtub case** that the Supreme Court 
had its first occasion to pass directly on the validity of a 
patent pool. In this case a patent covering a device for 
applying the enamel finish to iron ware was bought by 
a trade association. The Association subsequently issued 
licenses under the patent to manufacturers comprising 
85% of the enameled ware production in the country. 
Each license closely controlled the prices not only to job- 
bers but also resale prices as well, and over 90% of the 
jobbers in the country joined the combination. There 
were severe damage provisions if the conditions of the 
agreement were not fulfilled. The court had no trouble 
at all in pointing out that the purpose and effect of the 
combination had passed beyond the protection necessary 
to the use of the patent and that the restraint was con- 
demned by the Sherman Act. The patent was merely the 
tool of the combination; the license agreements were but 
the cloak behind which it was sought to hide illegal 
activities. 

The principles enunciated in that decision have been 
followed consistently since; a pooling agreement is not 
to be held valid merely because it involves patents or the 
resolution of patent conflicts. The question in each case 
is: To what extent does the protection relate to the patent 
rights? Beyond that point the validity of the agreement 
depends upon whether it is repugnant to the anti-trust 
acts. 

In the only case of its kind which has gone to the 
Supreme Court, that tribunal held in United States v. 


15 Cit. supra note 11. 
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Winslow” that the aggregating into one company of 
patents covering the manufacture of non-competing ma- 
chines previously owned by three separate companies was 
not improper under the Sherman Act. This was a crim- 
inal case brought against the founders and the officials of 
the United Shoe Machinery Company. The District 
Court found that the three combining companies had 
not previously been in competition with each other but 
had been engaged in the manufacture of complementary 
types of shoe machinery, all three of which were essential 
to producing the finished shoes. Company 4 produced 
60% of the lasting machines, Company B produced 80% 
of the welt sewing machines, and Company C produced 
70% of the heeling machines. In 1899 the three groups 
organized the United Shoe Machinery Company which 
thereafter made all of the three machines in a single fac- 
tory. Against the government’s contention that the com- 
bination was to extend the monopolies at the expense of 
the public and to discourage competition, the Court held 
that the combination was merely an effort for greater effi- 
ciency and that the pooling of non-competing patents by 
uniting corporation was proper. This horizontal broad- 
ening is, of course, a very different thing from the type 
of aggregation which tends to increase the percentage of 
business by one company in a given field. 

What remains as the leading case on the subject of 
patent pools is Standard Oil Company (Indiana) v. 
United States." Here the Supreme Court recognized 
the validity of a reasonable patent pooling agreement, 
and Mr. Justice Brandeis set forth the standards for de- 
termining the legality of patent pooling arrangements. 
It should be noted that, while the situation here involved 
a series of cross-licensing agreements, the Court made no 
distinction between this and the situation where the par- 
ties concentrate their patents in a single pool. Because 


16 227 U. S. 202, 33 Sup. Ct. 253, 57 L. ed. 481 (1913). 
17 283 U. S. 163, 51 Sup. Ct. 421, 75 L. ed. 926 (1931). 





70 THE GEORGE WASHINGTON LAW REVIEW 


of the pre-eminence of this decision in the field, it will 
be necessary to review the Court’s holding in some detail. 

Competing oil companies had obtained a mass of con- 
flicting patents covering and relating to the cracking 
process, a revolutionary means of multiplying the amount 
of gasoline obtained from oil. These patents were so 
numerous, and so conflicting in scope, that no company 
was sure of its rights to operate even under its own pat- 
ents. To eliminate the resulting impasse, a licensing com- 
pany and three large refiners entered into a cross-license 
agreement. Each member acquired the right to use any 
of the patents belonging to the others or thereafter to be 
obtained by others in carrying out its own processes; and 
each company received the right to extend to independent 
“sub-licensee” refiners immunity from infringement of 
the patent of the other members. 

The government brought suit against the four contract- 
ing parties and against their licensees on the ground that 
the agreements, by providing for pooling of the royalties 
received from the sub-licensees, eliminated competition 
between the licensors in issuing licenses, and that this 
pooling tended to maintain or increase the royalty 
charged the sub-licensees and so to increase the cost of 
producing cracked gasoline. But the Court concluded: 


There is no provision in any of the agreements which restricts 
the freedom of the . . . defendants individually to issue licenses 
under their own patents alone or under the patents of all the 
others; and no contract between any of them, . . . imposes any 
restriction upon the quantity of gasoline to be produced, or upon 
the price, terms, or conditions of sale, or upon the territory in 
which sales may be made. The only restraint thus charged is 
that necessarily arising out of . . . the provisions for cross- 
licensing and for division of royalties.** 

An interchange of patent rights and a division of royalties 
according to the value attributed by the parties to their respective 
patent claims is frequently necessary if technical advancement is 
not to be blocked by threatened litigation. If the available ad- 
vantages are open on reasonable terms to all manufacturers 
desiring to participate, such interchange may promote rather than 
restrain competition.’® 


18 Jd. at p. 170. 
19 Td. at p. 171 
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The government next contended that the agreements 
were bad because the fees charged were onerous; that 
the competitive advantage which the three . . . defend- 
ants enjoyed of manufacturing cracked gasoline free of 
royalty, while licensees must pay them a heavy tribute 
in fees, gave them an undue competitive advantage. To 
this the Court replied, 

This argument ignores the privileges incident to ownership of 
patents. Unless the industry is dominated, or inter-state com- 
merce directly restrained, the Sherman Act does not require 
cross-licensing patentees to license at reasonable rates others en- 
gaged in interstate commerce.” 

The final contention of the government was that the 
provision for division of the fixed minimum royalties 
virtually amounted to price restraints since the royalties 
constituted a substantial part of the cost of refining. The 
Court rejected this argument on the ground that the 
cracked gasoline sold by defendants was but 26% of the 
total gasoline on the market, and that, accordingly, the 
fixing of royalties was not equivalent to the fixing of 
prices. 

However, the Court did state that: 

If combining patent owners effectively dominate an industry, 
the power to fix and maintain royalties is tantamount to the 
power to fix prices. . . . Where domination exists, a pooling 
of competing process patents, . . . is beyond the privileges con- 
— by the patents and constitutes a violation of the Sherman 

The standards enunciated by the court in the Standard 
Oil case are presumed to be the best current guide as to 
the legality or non-legality of any patent interchange ar- 
rangement. 

A very obvious application of the principles was pre- 
sented to the Supreme Court in the Hartford-Empire 
case.’ This action was brought by the government against 


20 Td. at p. 172. 
21 Jd. at p. 174. 


22 Hartford-Empire Co. v. United States, 323 U. S. 386, 65 Sup. Ct. 373, 
89 L. ed. 322 (1945). 
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Hartford-Empire Company, Corning Glass Works, and 
the largest glass container manufacturers in the country. 
The government charged that the defendants had mo- 
nopolized interstate commerce by acquiring patents cov- 
ering the manufacture of glass making machinery, and 
by excluding competition in the manufacture and sale of 
the unpatented glass products. The essence of the gov- 
ernment’s case was that the defendants combined in ob- 
taining and cross-licensing patents covering glass making 
machinery, and that they completely controlled and re- 
stricted the making of glass containers on the machinery, 
through an extraordinary network of agreements. 

The core of the glass container industry was the Hart- 
ford-Empire Company which was formed in 1922 as the 
successor to two earlier corporations. Hartford’s prin- 
cipal activity has been the patenting and leasing of glass 
making machinery. By a series of agreements with the 
largest glass manufacturers in the country, Hartford suc- 
ceeded in allocating and apportioning virtually the entire 
glass container market. Corning, under the exchange of 
licenses, received the exclusive rights in the field of 
blown and pressed glassware and has never entered into 
the manufacture of glass containers. In 1924, Hartford 
and Owens, competitive machinery manufacturers, set- 
tled a large number of patent disputes by a cross-license 
agreement, Hartford receiving exclusive rights under 
some of Owens’ glass machinery patents. Subsequently a 
series of restricted licenses were issued to the principal 
glass container manufacturers. Thatcher received exclu- 
sive licenses for the manufacture of milk bottles, and Ball 
Brothers took a “fruit jar” license pursuant to an arrange- 
ment severely limiting their competition in that field. 

Other Hartford licensees were limited as to amount, 
type, size, color, shape, weight, and even use of the glass- 
ware which they could produce. On occasion Hartford 
refused requests for licenses after consultation with 
Owens, Hazel-Atlas, Thatcher and Ball, “to prevent 
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overstocking the glassware market and to ‘stabilize’ the 
prices at which such ware was sold.” 

Hartford so controlled its licensees under its machine 
patents that licensees needing a Hartford feeder machine 
were forced to take from Hartford a “forming machine” 
which they might otherwise have obtained from compe- 
tition. 

By 1938 over 800 patents in the glass container field 
had been merged into a pool which effectually controlled 
the industry. The result was that 94% of the glass con- 
tainers manufactured in this-country were made on ma- 
chinery licensed under the pooled patents. The District 
Court found that invention of glass making machinery 
had been discouraged, that competition in the manufac- 
ture of such machinery had been impeded, and that com- 
petition in unpatented glassware had been suppressed. 

This situation came startlingly to public attention in 
the famed T. N. E. C. hearings in 1938. The company 
officials had several hectic days while the industry prac- 
tices were being disclosed. The investigation was followed 
by the prompt instigation of the government suit. On the 
foregoing facts the District Court held that the defend- 
ants had violated Section | of the Sherman Act in having 
restrained trade, Section 2 of the Sherman Act in hav- 
ing monopolized the glass container industry, and Sec- 
tion 3 of the Clayton Act in tying the sale or lease of 
forming machines to the lease of feeder machines licensed 
by Hartford. 

As a result the District Court entered a severe decree, 
which became the focal point of the entire case. 

The case for the government may well have proved to 
be too good, for when the decision reached the Supreme 
Court the only real controversy was as to the propriety 
of the terms of the lower court decree. On the merits the 
Court quickly termed the arrangement an “offensive and 
defensive alliance of patent owners with its concomitant 
stifling of initiative, invention, and competition.” The 
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simplest way to analyze the Court’s holding is to treat 
separately the significant portions of the decree as they 
fared first in the District then in the Supreme Court: 
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1. The District Court appointed a receiver for Hartford, di- 
recting him to collect the royalties due under the licenses during 
the appeal, and repay them to the licensees at the end of the 
case. The Supreme Court terminated the receivership and or- 
dered the collected royalties paid over to Hartford-Empire. 

2. The District Court ordered each defendant to discontinue 
its practice of leasing glass making machinery, and thereafter to 
dispose of it only by outright sale. The Supreme Court struck 
out this provision, holding that it amounted to the destruction 
of the property rights of the defendants. 

3. Most important patent-wise was the provision requiring the 
defendants to give royalty free licenses to all applicants under all 
existing patents; and to give licenses at reasonable royalties to 
all applicants under all future patents. The appellate tribunal 
held that this amounted to confiscation of the property rights in 
the existing patents and that it went farther than was necessary 
to dissolve the combination : 


... it is difficult to say that, however much in the past such 
defendant has abused the rights . . . conferred, [by a valid 
patent] it must now dedicate them to the public.?* 


The Court accordingly limited the requirement for licensing un- 
der its existing and future patents to doing so on a reasonable 
royalty basis. 

4. The defendants were broadly enjoined by the trial court 
from inserting or enforcing any license provision limiting the 
type, use, quantity, market, or price of any product. The Su- 
preme Court confined this provision to license agreements, relat- 
ing to glass making machinery—the principal subject of the suit, 
thereby reaffirming the validity of such restrictions in normal 
use : 

| 29 should be amended to permit any appellant .. . to 
retain and refuse to license, to use and refuse to license, or 
to license with restrictions, any patent . . . [other than in 
the prescribed field.]*** 


5. The defendants were enjoined from obtaining any patent 
for the purposes of blocking off or fencing in of inventions of 
others or with the intention of not using the invention within 
four years from the issuance of the patents (and failure to make 
commercial use was to be prima facie proof of the intention). 
The Supreme Court, recognizing that the provision was aimed at 
patent suppression, eliminated the provision as being legislative 
rather than remedial. The Court reaffirmed the rule that a 
patent owner has no obligation either to use his invention or to 
grant its use to others. Congress, it was noted, has repeatedly 


refused to change this rule. 


23 Td. at p. 415. 
28a Id. at p. 424. 
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Interestingly enough, the Supreme Court decision, al- 
though unanimously affirming the findings of illegality, 
constituted an encouraging reassertion of a patentee’s 
fundamental rights. 

That a conspiracy between patent owners is violative 
of the Sherman Act has long been known. In reconsider- 
ing the decree the majority in this Court reaffirmed the 
fact that a patentee may legitimately impose restrictions 
on his licensees and that he may refuse to license anyone 
under his patent. The Court also held that where patents 
have been so misused in a monopolistic conspiracy, de- 
fendants may be ordered to give licenses on a reasonable 
basis to applicants, but that the patents may not be de- 
stroyed, as by ordering royalty-free licenses. The Court 
categorically denied its own power to confiscate the pat- 
ents. 

Most of the satisfaction resulting from this reaffirma- 
tion of principles was dispelled by the very substantial 
governmental victory in the National Lead™ decision. 
That case involved an illegal international cartel, and 
the District Court in its decree followed the Hartford- 
Empire decision, ordering compulsory licensing under 
the patents used in the illegal contracts at uniform, rea- 
sonable royalties, but refusing to order royalty free li- 
censes. 

On the appeal to the Supreme Court the government 
sought to obtain a reversal ordering royalty-free licenses. 
In refusing to so alter the decree Mr. Justice Burton said: 


While it has been contended that, because of the decision of 
this Court in Hartford-Empire Co. v. United States, 323 U. S. 
386, the District Court was not free in the present case to require 
the issuance of royalty-free licenses, we feel that, without reach- 
ing the question whether royalty-free licensing or a perpetual in- 
junction against the enforcement of a patent is permissible as a 
matter of law in any case, the present decree represents an exer- 
cise of sound judicial discretion.” 


24 United States v. National Lead Co., 332 U. S. 319, 67 Sup. Ct. 1634, 91 
L. ed. 2077 (1947). 


25 Jd. at p. 338. 
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The Court purports to leave the question open; in ef- 
fect it leaves the decree in the trial court’s discretion. It 
appears possible that the Court will, in a flagrant case, 
uphold a District Court’s order of patent confiscation— 
contrary to the express ruling of Hartford-Empire. Cer- 
tainly, in such speculation it cannot be overlooked that 
four judges are already openly committed as favoring 
royalty-free compulsory licensing. At the same time there 
is impressive evidence, in these two decisions, that the 
Court would not approve the departmental practice of 
insisting on royalty-free licensing in any patent case, no 
matter how remote from the alleged misuse of patents 
the requested relief may be. 

Perhaps the most significant part of the National Lead 
case—insofar as patents are concerned—is that which has 
been most neglected in comments thus far. This pertains 
to the domestic cross-license agreement between National 
Lead and du Pont. Although the Court held the agree- 
ment illegal as part of the entire international conspiracy, 
Mr. Justice Burton hints in a dictum that any cross- 
license between two large companies is bad per se, with- 
out any restrictive limitations, if the patents are not made 
available to others: 


Added together, the control of the patents covered by this 
agreement gave to National Lead and du Pont “domination and 
control over the titanium pigment business in the United States.” ~ 
... The District Court referred to the “proliferation of patents” 
as another “inevitable consequence” of the agreement. . . . This 
was explained to mean the great multiplication of related patents, 
resulting in increasing the difficulty of an attack upon them... . 
Referring to the exchange of patents between National Lead and 
du Pont the District Court added: “. . . this exchange between 
two corporations, who between them controlled the entire market, 
becomes an instrument of restraint, .. .” *° 


The Supreme Court affirmed this language of the lower 
court without further comment and without giving any 
rationale. 

The Automobile Manufacturers Association has been a 


26 Td. at pp. 327-8. 
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principal factor in the exchange of patent rights between 
the members of the automotive industry. 

Patent cooperation in that field has dated from early in 
the century when most manufacturers in the industry 
entered into an agreement with Mr. Selden for licenses 
under his patent, which was at that time thought to cover 
all automobiles. This group set up a central agency for 
the collection of royalties from the individual members. 
After the very opportune decision holding that the Selden 
patent covered but one type of motor, which most of the 
licensees did not use, the manufacturers organized the 
Automobile Chamber of Commerce to which all except 
Ford belonged. Out of the desire to avoid litigation and 
disputes as to the scope and validity of patents grew the 
first cross-licensing agreement. This became effective J an- 
uary 1, 1915 and was to last for ten years. Under it, 136 
member companies cross-licensed the use of 547 patents. 
The plan was to include patents then owned or thereafter 
to be acquired by the members. Since 1925 the agreement 
has been extended from time to time, the current extension 
having been made in 1947. The agreement is now sched- 
uled to expire January 1, 1952 and includes all patents 
issued to the members prior to January 1, 1940. 

The beneficial effect of such an agreement among lead- 
ers of the industry is indicated by the complete absence of 
patent litigation between members since 1915. The Asso- 
ciation is open to any bona fide manufacturer of cars or 
trucks. Each member grants to the Association the right 
to license all the others under his patents. In return, he 
receives a license under the patents of all the others. The 
cross-licenses do not include automobile designs. 

The original agreement made a provision for the classi- 
fication of patents into two groups. Those in Class A were 
deemed not to be basic or of exceptional merit. For the 
use of these, the members paid no royalty. Provision was 
also made for Class B patents, of a basic nature. Any pat- 
ent so classified could be used only on payment of special 
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compensation. No patent has ever been held a basic pat- 
ent. Consequently, no royalties were ever paid by mem- 
bers for the cross-licensed patents. Where, however, a 
non-member is licensed under one or more of the patents, 
he may be compelled to pay a royalty. 

Under such an arrangement, of course, the inherent 
value of the patents is materially reduced: benefit lies 
almost entirely in the protection they give against out- 
siders who might otherwise patent the same devices and 
sue the manufacturers. 

The importance of the pool is less today than it was at 
the time of its inception, since the patents recently issued 
in the automotive industry are more along lines of spe- 
cific improvements than of basic scope. In its early years 
the agreement was essential in order that the manufac- 
turers be free to make adequate cars; today, even if the 
cross-license arrangement were discontinued, it is clear 
that the handicap would not be a fatal one to any manu- 
facturer. The arrangement is now important only for the 
elimination of irritating conflicts between the competitors 
in the industry, and for the inherent benefit of making all 
patents freely available without any controversy or dis- 
pute. 

Although similar in general outline and purpose to the 
A.M.A. the Manufacturers Aircraft Association has nev- 
ertheless developed along different lines. This tendency 
has been explained by the presence of different factors in 
the aircraft industry than are found in the automotive 
field. Their patents to date have been more revolutionary 
in nature and hence have been more valuable. There is 
present more competition of design than of price. All 
those factors have worked to make patents more signifi- 
cant in aircraft than in automobile manufacture. 

The origin of the Aircraft cross-license was not purely 
voluntary as was that in the automotive field. Prior to the 
first world war there was intense patent rivalry between 
competitors. The Wright Co. and the Curtiss Co. were 
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in litigation as to their respective patent rights, and other 
manufacturers dared not produce planes because of the 
breadth of the two basic patents owned by those concerns. 
With the war and with American entry imminent, the 
obvious need for satisfactory aircraft and rapid produc- 
tion led the government to intervene. It was at the lat- 
ter’s instigation that twelve leading companies organized 
the M.A.A. in July, 1917 to act as the cross-licensing 
agency. Any airplane manufacturer was free to join, and 
all members were to have the use of all patents cross- 
licensed. . 

The validity of this cross-license was approved in an 
opinion of the Attorney General in October, 1917 as be- 
ing adapted to “rendering competition freer by giving 
. . . manufacturers of aircraft access to all the inventions 
in that field.” * 

The chief activity of the Association since 1922 has 
been the administration of the agreement. Principal re- 
quirement of membership is that the applicant be a legi- 
timate manufacturer of aircraft. There is no way to 
exclude any qualified company from becoming a member. 
As the pool is open to every applicant, all established 
aircraft manufacturers have joined the exchange, and 
have exchanged rights under 2,225 patents. 

Under the original agreement each member was to pay 
$200 per plane to the Association, most of which went to 
Wright and Curtiss until they received agreed compen- 
sation for their two basic patents. Since 1933 this pay- 
ment has not been necessary, and the members pay only, 
a slight administrative assessment. 

The administration of this agreement is more compli- 
cated than that of the Automobile Manufacturers’ Asso- 
ciation. The primary distinction is that the Aircraft 
Association puts into effect the distinction between basic 
and non-basic patents. Patents are divisible into three 
categories: Class A, those which are basic or controlling; 


27 31 Op. Att’y Gen. 166, 171 (1917). 
6 
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Class B, patents of a striking character involving radical 
changes and improvements in the past or present prac- 
tice; and Class C, those patents which cover mere im- 
provements or adaptations. 

The only patents ever classified as Class A were the 
expired Wright and Bell patents. Those grouped in Class 
B may be used only on payment of a royalty which is 
prescribed by the board of arbitration. Class C patents 
receive no compensation. 

The government has a right to obtain a non-exclusive 
license to manufacture under the patents cross-licensed, 
and it pays royalty only on the Class B patents. 

These two industries—the aircraft and the automo- 
tive—present an altogether different picture than that 
found in the pools discussed above. Whether the central 
administrative agency, which is the principal feature of 
these agreements, would be as feasible in other fields 
would remain to be proven by trial and error. From the 
standpoint of public policy the agreements which are left 
open to all legitimate members of the field seem emi- 
nently more satisfactory. 

In the radio field the Radio Corporation of America 
has since 1932 acted in a manner somewhat analogous to 
the automotive and aircraft pools. From the time of its 
formation RCA, which had received the exclusive rights 
in the radio field under the patents of AT&T, General 
Electric Company, and Westinghouse, had made avail- 
able to all members of the industry non-exclusive licenses 
under all its patents and those of the three other com- 
panies. Pursuant to a governmental consent decree the 
cross-licenses were changed to non-exclusive agreements 
so that in 1932 the electronics field which had, as among 
themselves, previously been given exclusively to RCA 
was reopened to General Electric, Westinghouse and 
AT&T, and the two former companies are today active 
competitors of RCA in the radio field. 

It may well be that the present line between good and 
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bad in the application of the principles established by 
the Court in testing patent pools is to be found in the 
Consent Decree in the Radio”* case. The decree did not 
affect the cross-license agreements in any way save to re- 
move the exclusive features. Thus a greater measure of 
competition was restored, in line with the scheme of the 
Gasoline Cracking case.” 

To be sure, the effect of the decree was largely permis- 
sive; no company was compelled to use or license its own 
patents in the field of the others. They were simply com- 
pelled to preserve for themselves the right to do so. The 
result of the decree is to give the prospective licensee the 
option of applying either for the patents of one owner, 
or for a license under all the patents in the pool by nego- 
tiations with a single unit. 


License Limitations 


Thus far our attention has been centered on the legality 
and economic effect of patent pools from the standpoint 
of the facts in a given situation. A very important ques- 
tion of a more specialized nature is as to the validity of 
price restrictions or limitations imposed by the patentee 
upon its licensees. 

We have already seen that in 1902 the Supreme Court 
held in the Bement case that an agreement between a 
patentee and a licensee limiting the price at which the 
latter might sell the patented product was within the 
scope of the patent grant. The Court said: 


. . . the general rule is absolute freedom in the use or sale of 
rights under the patent laws of the United States. The very 
object of these laws is monopoly, and the rule is, with few ex- 
ceptions, that any conditions which are not in their very nature 
illegal with regard to this kind of property, imposed by the 
patentee and agreed to by the licensee for the right to manufac- 
ture or use or sell the article, will be upheld by the courts.*° 


28 United States v. Radio Corporation of America, Eq. 793 (Nov. 21, 1932) 
(CCH Trade Regulation Reports, Ct. Dec. Supp. 1932-1937, S 7025). 


29 Supra note 17. 
30 Supra note 14, at p. 91 
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This doctrine had subsequent approbation and reaffir- 
mation in 1926 in the case of the United States v. General 
Electric.” That case was brought by the United States 
against General Electric and Westinghouse charging that 
the defendants had conspired to violate the Sherman Act, 
in part, upon the ground that the license agreement be- 
tween General Electric and Westinghouse was illegal and 
being used to exercise a monopoly on the sale of lamps. 
This license had been executed in 1912. It gave to West- 
inghouse a non-exclusive right to make, use, and sell in- 
candescent lamps at prices and upon terms and conditions 
fixed by General Electric. The agreement limited West- 
inghouse’s sales to a fixed percentage of the total sales by 
General Electric and Westinghouse. In the event West- 
inghouse sold more than its quota, the royalty rate of two 
percent was to become ten percent on the excess. The 
licensee was also limited to distributing its lamps through 
agents who were to receive no greater compensation than 
that given to its agents by General Electric. In return, 
Westinghouse gave to General Electric a non-exclusive 
license under its lamp patents. General Electric also 
granted licenses to the other incandescent lamp manufac- 
turers in the country. These licenses imposed no restric- 
tions on the prices at which the lamps might be sold but 
they did, as with Westinghouse, limit the production of 
each “B” licensee. 

On this set of facts the Supreme Court considered the 
question: 


Had the electric company as the owner of the patents entirely 
controlling the manufacture, use and sale of the tungsten incan- 
descent lamps, in its license to the Westinghouse Company, the 
right to impose the condition that its sales should be at prices 
fixed by the licensor and subject to change according to its dis- 
cretion ? *? 


The Court answered the question in the affirmative. 


If the patentee . . . licenses the selling of the articles, may he 
limit the selling by limiting the method of sale and price? .. . 


31272 U. S. 476, 47 Sup. Ct. 192, 71 L. ed. 362 (1926). 
82 Td. at p. 488. 
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he may do so, provided the conditions of sale are normally and 
reasonably adapted to secure pecuniary reward for the patentees’ 
monopoly. One of the valuable elements of the exclusive right 
of a patentee is to acquire profit by the price at which the article 
is sold. The higher the price, the greater the profit, unless it is 
prohibitory. When the patentee licenses another to make and 
vend, and retains the right to continue to make and vend on his 
own account, the price at which his licensee will sell will neces- 
sarily affect the price at which he can sell his own patented 
goods. It would seem entirely reasonable that he should say 
to the licensee, “Yes, you may make and sell articles under my 
patent, but not so as to destroy the profit that I wish to obtain 
by making them and selling them myself.” ** 


Despite the express clarity of Mr. Justice Taft in this 
unanimous decision of the Court, doubt as to the extent 
to which and the circumstances in which a patentee is 
free to impose restrictions on his licensees has grown con- 
siderably within the decade last past. Several times 
during that period in peripheral cases the government 
directly asked the Supreme Court to overrule the General 
Electric case,“ but the Supreme Court found one means 
after another of holding that to be unnecessary. Thus in 
Ethyl Gasoline Corporation v. United States** the Court 
found in a complicated marketing system a device to con- 
trol the resale price of a patented fluid and gasoline 
through the guise of patent license agreements. In United 
States v. Univis Lens Company” the Court found an at- 
tempt to fix resale prices and to control all stages of the 
marketing of patented bifocal lenses. In this case the de- 
fendant had attempted to control prices through licenses 
given to wholesalers and to retailers. The Supreme Court 
held simply that the sale by the defendant Lens Company 
to the licensee exhausted the patent monopoly despite the 
fact that the article was not completed in accordance with 
the claims of the patent until after it had been sold to the 
wholesaler or retailer: “The first vending of any article 


33 Td. at p. 490. 
34 Td. 

35 309 U. S. 436, 60 Sup. Ct. 618, 84 L. ed. 852 (1940). 

36 316 U. S. 241, 62 Sup. Ct. 1088, 86 L. ed. 1408 (1942). 
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manufactured under a patent puts the article beyond the 
reach of the monopoly which that patent confers.” * 

Thus it was that down through February 1948 the Su- 
preme Court had had no official occasion to review its 
decision as to the propriety of price limitations in a patent 
license. On March 8 of this year, however, the Court 
took occasion to discourse at length on the subject. 

In the United States v. Line Material Company® it 
was made expressly clear that the position of the Supreme 
Court on the subject is an equivocal one. Mr. Justice 
Reed, being in the anomalous position of writing the ma- 
jority opinion, and yet having no one who agreed with 
him, said: 

The writer accepts the rule of the General Electric case as 
interpreted by ... this opinion. As a majority of the Court does 
not agree with that position, the case cannot be reaffirmed on 
that basis. Neither is there a majority to overrule General 
Electric. Under these circumstances, we must proceed to deter- 
mine the issues on the assumption that General Electric contin- 
ues as a precedent. . . . On that assumption where a conspiracy 
to restrain trade or an effort to monopolize is not involved, a 
patentee may license another to make and vend the patented 
device with a provision that the licensee’s sale price shall be fixed 
by the patentee. The assumption is stated in this way so as to 
leave aside many variables of the General Electric rule that may 
arise. For example, there may be an aggregation of patents to 
obtain dominance in a patent field, broad or narrow, or a patent 
may be used as a peg upon which to attach contracts with for- 
mer or prospective competitors, touching business relations other 
than the making and vending of patented devices.*® 

Of eight judges participating in that decision, four be- 
lieved the General Electric case should be overruled out- 
right; four believed the General Electric doctrine should 
be affirmed. Mr. Justice Jackson did not participate. Mr. 
Justice Reed, speaking for the Court felt that the General 
Electric doctrine was not broad enough to cover the facts 
there involved. The three dissenting judges felt that it 
was broad enough and that the case should be decided for 
the defendants. 

37 Td. at p. 252. 


38 333 U. S. 287, 68 Sup. Ct. 550, 92 L. ed. 510 (1948). 
39 Td. at p. 304. 
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The facts in the Line Material case are as follows: The 
action was one brought by the government against two 
patent owners, the Line Material Company and Southern 
States Equipment Corporation, and ten sub-licensees. 
The complaint charged that the defendants had, by rea- 
son of a patent cross-license agreement and a series of 
sub-licenses, illegally restrained trade in violation of the 
Sherman Act. 

The patents are for dropout fuse cutouts. The broad 
claims of Southern’s patent “dominated” the cutouts 
made under Line’s patent. Although Southern’s patent 
is the dominating patent, the product made under it alone 
has never been commercially successful. Line’s patent is 
for an improvement of that product which has made it 
commercially successful. However, the product covered 
by Line’s patent cannot be made without infringing 
Southern’s patent. The result is that as the Supreme 
Court said, “only when both patents could be lawfully 
used by a single maker could the public or the patentees 


obtain the full benefit of the efficiency and economy of 


9940 


the inventions.”” Accordingly, Line and Southern grant- 
ed a cross-license to each other. Line gave to Southern 
a nonexclusive, royalty-free license to make and sell the 
improved device covered ‘by its patent and in that license 
limited the price at which Southern might sell those im- 
proved cutouts. In return, Southern issued to Line a 
cross-license under its dominating patent; it also gave to 
Line an exclusive right to issue sub-licenses under that 
patent. The license from Southern contained no price 
provision. 

Following this exchange of cross-licenses, Line granted 
sub-licenses to the ten other defendants. Each of these 
sub-licenses provided that the sub-licensee’s price was not 
to be lower than the price charged by Line. 

It was on this set of facts that the government sued. In 
its complaint the government charged that all the defend- 


4° Jd. at p. 291, 
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ants had conspired together to achieve price control 
through the subterfuge of patent license agreements. The 
District Court found that there was in fact no conspiracy, 
and thereupon held for the defendants, relying on the 
rule of United States v. General Electric.” 

On appeal the Supreme Court reversed the District 
Court decision and held that the license agreements vio- 
lated the Sherman Act. This was despite the fact that 
all eight Justices accepted the District Court’s findings 
that there had been no conspiracy between the defendants, 
and that the licenses had been entered into in good faith 
to make possible the manufacture by the licensees of the 
patented devices. 

Because of the unique way in which the court was di- 
vided, Justice Reed’s decision and opinion, although rep- 
resenting his views only, control the case. 

Mr. Justice Reed voted to reverse the lower court deci- 
sion on the ground that the facts presented—involving as 
they did a cross-license between Line and Southern as a 
prerequisite to the price fixing sub-licenses—did not come 
within the scope of the rule of law enunciated by the ear- 
lier decision. 

The essence of Justice Reed’s opinion is in his two con- 
cluding sentences, which read in part as follows: 


The mere fact that a patentee uses his patent as . . . consid- 
eration in a contract by which he and . . . other patentees in the 
same patent field arrange for the practice of any patent . in 
such a way that royalties . . . are shared among the patentees, . 
subjects that contract to the prohibitions of the Sherman Act 
whenever the selling price, . . . is fixed by the contract or a 
license authorized by the contract. Licensees under the contract 
who as here enter into license arrangements, with price fixing 
provisions, with knowledge of the contract, are equally subject 
to the prohibitions.** 


With United States v. United States Gypsum Com- 
pany,” decided the same day, the Court had considerably 
less trouble. All eight judges concurred in the ruling that 
the government had made out a case on its charge that the 

41 Supra note 31. 


42 Supra note 38 at p 
43 333 U. S. 364, 68 Sy Ct. 525, 92 L. ed. 552 (1948). 
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Gypsum Company and its licensees had conspired to fix 
prices on gypsum board, to standardize gypsum products, 
and to regulate the distribution of the board by eliminat- 
ing jobbers and fixing resale prices of manufacturing dis- 
tributors. The proof showed that the Gypsum Company 
had in a short period of time licensed all the other mem- 
bers of the industry under substantially identical terms 
and had maintained rigid control over the price and 
terms of sale of virtually all the gypsum board. The case 
turned on whether or not there was evidence that the 
licensees had conspired with the licensor to enter into the 
licensing arrangement as a means of achieving price 
stabilization in the industry, or whether the price control 
had been imposed as a legitimate exercise of the pat- 
entee’s prerogative. In treating with this question it be- 
came important to determine whether or not documents 
found in the files of some of the individual licensees were 
admissible to prove conspiracy against other defendants. 
The District Court ruled that the documents were not ad- 
missible since without them no conspiracy was proven 
and in the absence of conspiracy, the documents were 
evidence only against the company responsible for them. 
The Supreme Court reversed: 


We think that the industry-wide license agreements, entered 
into with knowledge on the part of licensor and licensees of the 
adherence of others, with the control over prices and methods of 
distribution through the agreements and bulletins, were sufficient 
to establish a prima facie case of conspiracy. Each licensee... 
could not have failed to be aware of the intention of United 
States Gypsum and the other licensees to make the arrangements 
for licensees industry-wide.** 


The Court relied on the Interstate Circuit*’ case and 
United States v. Masonite** as to the measure of proof 
required to establish that the defendants had conspired. 


In those cases, as here, separate identical agreements were 
executed between one party and a number of other parties. . 
One of the things those two cases established is the principle 


44 Td. at p. 389. 

45 Interstate Circuit Inc. v. United States, 306 U. S. 208, 59 Sup. Ct. 467, 
83 L. ed. 610 (1939). 

46 316 U. S. 265, 62 Sup. Ct. 1070, 86 L. ed. 1461 (1942). 
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that when a group of competitors enters into a series of separate 
but similar agreements with competitors or others, a strong 
inference arises that such agreements are the result of concerted 
action.*? 


The Court concluded: 


The General Electric case . . . gives no support for a patentee, 
acting in concert with all members of an industry, to issue sub- 
stantially identical licenses to all members of the industry under 
the terms of which the industry is completely regimented, the 
production of competitive unpatented products suppressed, a 
class of distributors squeezed out, and prices on unpatented prod- 
ucts stabilized.*® 


Seven of the judges in a dictum concurred in the state- 
ment that the United States should be free in an equity 
anti-trust suit to show that the patents relied on by the 
defendants are invalid. 

The most intriguing area in the legalistic speculation 
of the hour is: Where have these cases left the General 
Electric doctrine? Attorney General Clark has expressed 
himself to the effect that the Line Material case “prac- 
tically overruled” the earlier case. 

This interpretation is probably inaccurate and too ex- 
treme, although Mr. Justice Douglas in a dictum in the 
subsequent Paramount Pictures case“ wherein he ad- 
vances the novel interpretation that the General Electric 
doctrine permits a patentee to fix the prices of one licensee 
only. He does it adroitly. In considering a conspiracy 
of motion picture distributors, whereby they limit the 
admission prices of their licensee-exhibitors, he says: 

Nor can the result be different when we come to the vertical 


conspiracy between each distributor defendant and his licensees. 
The District Court stated in his findings: 

“In agreeing to maintain a stipulated minimum admission 
price, each exhibitor thereby consents to the minimum price 
level at which it will compete against other licensees of the same 
distributor. ... The total effect is that through the separate 
contracts between the distributor and its licensees a price struc- 


47 Supra note 43 at p. 394. 
48 Id. at p. 400. 


49 United States v. Paramount Pictures, Inc., 334 U. S. 131, 68 Sup. Ct. 915, 
92 L. ed. 882 (May 3, 1948). 
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ture is erected which regulates the licensees’ ability to compete 
against one another in admission prices.” 

That consequence seems to us incontestable. . . . The case 
where a distributor fixes admission prices to be charged by a 
single independent exhibitor . . . seems to be wholly academic. 

. . It is therefore plain that United States v. General Electric 
Co., . . . as applied in the patent cases, affords no haven to the 
defendants in this case.*° (Italics added). 


This is the type of backhanded judicial pronouncement 
that is invariably confusing. In the first place, it is abun- 
dantly clear that this limitation to a single licensee is not 
and never has been the manner in which the General 
Electric doctrine has been “applied in the patent cases.”” 
(There was, it is true, only one price fixed licensee in the 
General Electric” case itself.) But in no other case had 
any judge ever even thought of the novel limitation be- 
fore, so far as | am aware. 

Compare the language from the following Supreme 
Court cases: 


Ethyl Gasoline Corp. v. United States, 309 U. S. 436, 


456 (1940) : 


. .. [the patentee] may grant licenses . . . restricted in point 
of space or time, or with any other restriction. ... (Italics 
added). 


Interstate Circuit v. United States, 306 U. S. 208, 228 
(1939) : 


. .. Granted that each distributor . . . was free to impose the 
present restrictions upon his licensees... . 


United States v. Line Material Co., 333 U. S. 287, 311 
(March 1948) : 


. . . where a single patentee fixes prices for his licensees. 
(Reed) ; and 
. it is a part of practical wisdom and good law not to per- 
mit United States v. General Electric Co. . . . to govern this 
situation, though if its premise be accepted, logic might make its 
application to this case [involving ten licensees] wholly de- 
fensible. (Douglas). 


50 Id. at pp. 143-4. 
51 [bid. 
52 Supra note 31. 
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And, altogether apart from these random sentences, the 
very fact that the Court in both the Line Material ™ and 
Gypsum™ cases struggled so with the problem of circum- 
venting General Electric (in the first on the ground of a 
multiplicity of patentees; in the second on the ground of 
conspiracy, the Court stating “The trial court made find- 
ings of fact which if accurate would bar a reversal of its 
order.”) should certainly negative altogether the propo- 
sition that merely having two licensees violates the rule. 
Despite all this, however, the practical fact is that we 
now have a dictum—backhand though it be—concurred 
in by six other judges and not challenged by any judge, 
thus narrowly confining the General Electric doctrine. 
The important question now is—Where do these cases 
leave us? The most obvious thing is that the mere pres- 
ence of a price-fixing provision in a license should give 
pause to every licensor. The presence of a price limita- 
tion in a license which is one in a series of identical 
agreements with competing licensees will raise questions 
as to the ultimate scope of the language used by Mr. Jus- 
tice Reed in the Gypsum case™ and by Mr. Justice Doug- 
las in the Paramount™ case. For if their words are 
literally construed, it could follow that the mere plurality 
of licenses with price-fixing clauses would be illegal. 
Presumably, because of the uncertain tightrope walk- 
ing done by Mr. Justice Reed in the Line Material case,” 
there is something left of the General Electric decision.” 
Just what that remnant is, certainly no one knows. For 
it must be remembered that four Justices—Black, Mur- 
phy, Douglas and Rutledge, J. J.—believe that no price- 
fixing limitation should be permitted at all. Of the five 
remaining, Mr. Justice Jackson did not express himself 


53 Supra note 38. 
54 Supra note 43. 

55 [bid. 

56 Cit. supra note 49. 
57 Supra note 38. 

58 Supra note 31. 
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in either the Line Material” or the Gypsum™ case. As- 
suming that he would align himself with the three who 
believed in the affirmation and application of the General 
Electric case” to the facts presented in the Line Material 
case*’ (an assumption supported by his contemporaneous 
opinion in United States v. South Buffalo Railway Co.), 
it still means that Mr. Justice Reed may be the one whose 
vote would decide for the entire court. 

This much can be said—there is little comfort in the 
current trend of decisions for the patentee who is inter- 
ested in extensive price restrictions. To the extent that 
the General Electric doctrine has been utilized—as it 
certainly has been utilized in some instances—as a mere 
device for pegging the prices in an entire industry at an 
artificially stable level, this decisional trend is a very 
wholesome one. To the extent that the ability to limit 
the price at which his licensee may compete with him 
has been an incentive toward liberal licensing under im- 
portant patents, the trend is an unfortunate one since 
certainly it must now mean that there will be less liberal 
licensing in such instances. If the test were ultimately 
to evolve as one of good faith and reasonableness, per- 
haps the resolution would not be unfortunate. 


Licensee Estoppel 


Our next consideration is of the problem of price fix- 
ing and licensee estoppel, as developed in the Sola Elec- 
tric Company, the Katzinger,” and the MacGregor v. 
Westinghouse” decisions. 


59 Supra note 38. 

6° Supra note 43. 

61 Supra note 31. 

62Supra note 38. 

63 333 U. S. 771, 68 Sup. Ct. 868, 92 L. ed. 777 (April 26, 1948). The Court 
held that a previous court interpretation of a statute should be sustained because 
the Congress had not, in the interval, seen fit to change it. 

64 Supra note 31. 

65 Sola Electric Co. v. Jefferson Electric Co., 317 U. S. 173, 63 Sup. Ct. 172, 
87 L. ed. 165 (1942). 

Py ome Co. v. Chicago Mfg. Co., 329 U. S. 394, 67 Sup. Ct. 416, 91 L. ed. 

67 MacGregor v. Westinghouse Electric & Mfg. Co., 329 U. S. 402, 67 Sup. 
Ct. 421, 91 L. ed. 380 (1947). 
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As we have seen, the Bement®* and General Electric” 
decisions have laid down the rule that a patentee may 
impose price restrictions on sales of patented products by 
his licensee. In the absence of the patent, of course, such 
an agreement would fall squarely within the Sherman 
Act, under which all price fixing agreements are per se 
unreasonable and illegal. In Sola Electric Company v. 
Jefferson” a patentee sued a licensee on the license con- 
tract. That contract provided in part that the licensee 
was to follow prices fixed by the patentee. The plaintiff 
sought to recover in part royalties and also to obtain an 
injunction restraining the defendant licensee from selling 
the patented products at prices lower than those provided 
in the agreement. The defendant counterclaimed, alleg- 
ing the invalidity of the patent. Against this counter- 
charge the plaintiff sought to rely on the rule which 
estops a licensee to question the validity of the patent 
under which he has accepted a license. The Court con- 
cluded that inasmuch as the price-fixing clause could be 
justified only on the basis of the existence of a patent, the 
defendant should be permitted, where the price-fixing 
clause was the subject of the suit, to attack the validity 
of the patent so that it could be ascertained whether or 
not the agreement to maintain prices was a legal one. 

The doctrine of the Sola case was extended in 1947 
by the Supreme Court decisions in Katzinger v. Chicago 
Metallic’ and MacGregor v. Westinghouse.” 

In the Katzinger case the patentee had issued a license 
authorizing the manufacture and sale of patented baking 
pans. The license provided that no licensee should sell at 
prices below those fixed by the patentee; it also provided 
that the licensee would not challenge the validity of the 


88 Supra note 14. 

69 Supra note 31. 

70 Cit. supra note 65. 
71 Ibid. 

72 Cit. supra note 66. 
73 Cit. supra note 67. 
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patent. The licensee terminated the license and brought 
a declaratory judgment action to have the patent declared 
invalid. The District Court held that the licensee was 
estopped to challenge the validity of the patent. The Su- 
preme Court held, however, that the price-fixing provi- 
sion was inseparable from the entire license agreement 
and that the validity of that entire agreement under the 
Sherman Act depended on the validity of the patent. 
Consequently no estoppel should be permitted to prevent 
a test of the patent’s validity. 

The result in the MacGregor case was similar. The 
only difference of substance was the manner in which the 
case arose. Here the patentee had brought an action in 
the Pennsylvania state courts to recover royalties due. 
The State Supreme Court held that the licensee was 
estopped to attack the validity and that the doctrine of 
the Sola case did not extend to cases where there was no 
attempt to enforce the price fixing provisions in the pat- 
ent license. The United States Supreme Court reversed in 
accordance with its holding in the companion Katzinger 


case. ; 
The Function of the Court 


The function of the Court in this historic progression 
of cases has been a most provocative one. Because of the 
deliberate vagueness of the Sherman Act the Court has 
relied as much on its current notions of “economic equity” 
as it has on judicial precedent. While patent law is based 
on a statutory code and an intricately detailed body of 
judicial precedent, the recent merging of this body of law 
with the anti-trust laws—the one relatively stabilized, the 
other abstract and in highly liquid flux—has resulted in 
the Court looking more and more to individual economic 
principles and less to traditional legal precepts. The fluid- 
ity of the Sherman Act has where they have met dissolved 
the rigidity of the patent law. Only thus could any Court 
decide as a matter of law—with no statutory, decisional, 
or factual justification at all—that employees of a cor- 
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porate laboratory can not engage in invention;™ it is out 
of this completely unrestricted re-examination of doctrine 
in which several of the judges indulge themselves that the 
whole new doctrine of misuse of patents has arisen as 
other historic doctrines have toppled—estoppel of licen- 
see, estoppel of assignor, and—impaled if not forgotten— 
contributory infringement. Most recent reversal is the 
government’s right in an equity anti-trust suit to attack 
the validity of the patent grant. And of this same process 
has come the constant attrition of the perquisites of the 
patentee. Not only in the matter of the whittling away of 
permissible restrictions, but in the more fundamental 
matter of the breaking down of patents themselves. 

It is probable that this activist policy of the court is 
not as heretical as it has seemed to the patent bar. Cer- 
tainly the whole growth of the common law via the judi- 
cial process anticipates change and even the overruling 
of precedents which earlier judges created for what sub- 
sequently seem spurious reasons. 

Speaking on the subject of “The Judge as a Legisla- 
tor,” Mr. Justice Cardozo said: 

There is in truth nothing revolutionary or even novel in this 
view of the judicial function. It is the way that courts have 
gone about their business for centuriés in the development of 
the common law. 

One of the most fundamental social interests is that law shall 
be uniform and impartial. There must be nothing in its action 
that savors of prejudice or favor or even arbitrary whim or fit- 
fulness. Therefore in the main there shall be adherence to pre- 
cedent. There shall be symmetrical development, consistently 
with history or custom when history or custom has been the 
motive force, . . . in giving shape to existing rules, and with 
logic or philosophy when the motive power has been theirs. 
But symmetrical development may be bought at too high a price. 
Uniformity ceases to be good when it becomes uniformity of 
oppression. The social interest served by symmetry or certainty 


must then be balanced against the social interest served by equity 
and fairness or other elements of social welfare.” 


74 Potts v. Coe, 145 F. (2d) 27 (C. A. D. C., 1944). 
75 Hall, Setecrep Writincs or Carpozo (1947) pp. 153-4, 155. 
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And when speaking on “Adherence to Precedent” in a 
later lecture of the same series he stated: 


So also the duty of a judge becomes itself a question of 
degree. . . .*© 

Mr. Justice Cardozo did, however, advocate a policy 
whereby, when an important legal landmark has, in the 
opinion of the court, outlived its day, the court would, in 
passing on the case before it, apply the existing rule, but 
announce that henceforth it would adhere no more to the 
outworn precedent. This would be an interesting reversal 
from the present practice of applying anti-trust law— 
whether criminal or civil—in the manner of an ex post 
facto law, according to the latest majority vote. 

But the foregoing does indicate that criticism of the 
trend and direction of the law should be aimed not so 
much at the fact that the law is moving as at the end to- 
ward which it is certainly progressing. There is a very 
important distinction between regulation of property to 
hold it true to its social function, and destruction of that 
property. Some of the recent judicial activity has quite 
clearly been in the direction more of destruction than of 
regulation of patents. 

Unmistakably this judicial attitude, as expressly af- 
firmed by Judge Frank in a recent opinion,” has resulted 
from the abuses and misuses to which patents have been 
put. It is certainly no coincidence that the extremely 
high incidence of patent invalidity within the past ten 
years has been concurrent with the discovery and flourish- 
ing of the patent abuse doctrine. Until the patent system 
has been purged of the misuses to which it has been put, 
courts will continue to alleviate the danger by minimiz- 
ing the property right itself. There is much to be said for 
the proposition that this is the time for clarifying legis- 
lative action—delineating clearly just what prerogatives 


76 Td. at p. 176. 


77 Aero Spark Plug Company v. B. G. Corporation, 130 F. (2d) 290, 299 
(C. C. A. 2d, 1942) Frank, J., (concurring). 
7 
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the Congress desires the patent to convey. I suggest, for 
example, that the subject of price restrictions—which is 
now so obfuscated and confused as to be no more than a 
legalistic booby trap—be specifically clarified by legisla- 
tion. For only then will the Anti-Trust Division, the 
courts, and the bar be reconciled in their ideas as to what 
the law is. An attempt in this direction has been already 
undertaken in the equally confused field of contributory 
infringement.” With a more precise “scope of the patent 
grant” thus statutorily defined, the work of the courts in 
applying the anti-trust laws should be greatly simplified. 
Moreover, their application of those laws will necessarily 
be more along lines of traditional anti-trust enforcement 
rather than along lines of an anti-patent nature. 

Thus, in the broader field of patent pools, no legislative 
resolution will be necessary. Rather the solution in these 
cases must remain a function of the judicial process; of 
determining in each fact situation where the public good 
is served by a given practice—where it is impaired by a 


deliberate restraint. This process lacks the logical sym- 
metry of a geometric design, yet it offers the sole oppor- 
tunity for a just and intelligent resolution of the conflicts 
in the light of the policy inherent in each group of laws. 


78 Hearings before the ore on Patents of the Committee on the 
Judiciary on H. R. 5988, H. R. 4061, H. R. 5248, 80th Cong., 2nd Sess. Serial 
No. 21 (1948). The Subcommittee iene reported this bill which would 
restore the contributory infringement doctrine. 





LAW AND LAWYERS FOR ONE WORLD 
IN THE MAKING 


AN EXPLORATORY PROLOGUE 


JAMES O. MURDOCK, ARNOLD W. KNAUTH anp 
PHILIP W. THAYER * 


I 


One physical world community has been wrought in a 
material sense by the gleaming wings of science. Many 
worlds persist in the hearts and minds of men and in their 
socio-political organizations: Assurance of human free- 
dom for the individual has been refined in the crucible of 
experience on the levels of local, state and national gov- 
ernments of law in the civilized nations of the world. 
While much remains to be done in these limited fields, 
the critical problem today is the almost complete absence 
of the rule of government by law in the international or 
world jurisdiction. 

To be sure, international law has developed relatively 
adequate substantive rules for the conduct of interna- 
tional relations, but they remain largely inoperative in 
the absence of a decisive and unified public opinion and 
practical functional cooperation or governmental organ- 
ization to sustain them. Rights of men and nations in the 
world community, without remedies and appropriate 
sanctions, are but unrealized hopes of international 
lawyers. 


* James OLiver Murpock, who prepared Part I of this article, was asso- 
ciated with legal work in the Department of State for nine years, has repre- 
sented the United States before international tribunals, and is presently Pro- 
fessor of International and Comparative Law at the George Washington Uni- 
versity Law School. 

ARNOLD W. KNAwuTH, who prepared Part II of the article, has served as 
permanent United States member of the Committee of Technical and Juridical 
Experts in Air Law, is editor of American Maritime Cases and United States 
Aviation Reports, a member of the New York Bar, and lecturer on air law 
and admiralty in the New York University Law School. 

Puitrie W. THayer, who prepared Part III of the article, was for many 
years Research Associate in Comparative Law at the Harvard Law School and 
Professor of International Commercial Law at the Fletcher School of Law 
and Diplomacy, served during the war as Special Assistant to the American 
Ambassador to Chile, and is currently Professor of International Law in the 
School of Advanced International Studies. 
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The law for One World in the making can best be 
practically conceived in two perspectives: a long-range 
view in order to fix a worthwhile objective, and the short 
view in order to determine the next step on the highway 
to the distant goal. It is essential to focus clearly on the 
ultimate objective in order to determine the direction and 
pace of the next step. A good objective, clearly defined, 
solves half the problem, since it determines the high 
strategy of attack. The tactical means to achieve the de- 
termined result can then be left to the ingenuity and 
opportunities of the moment, so long as only good means 
are persistently employed in achieving the goal. 

The concept of a world federal government of law 
based directly on the consent of individuals is the essen- 
tial long-term objective. The individual, while reserving 
essential freedoms to himself in order to realize his high- 
est destiny, will grant certain powers to local and state 
governments of law, others to national governments of 
law, and finally other limited powers to a world federal 
government of law. 

These concepts are relatively understandable to a cit- 
izen of the United States because of his familiarity with 
the Bill of Rights, local and State governments, and the 
Federal Government of his country. On the other hand, 
they are quite novel to a person who may exist in a nation 
in which the mass of the people, and the local and state 
administrative units, exist at sufferance under a regime of 
administrative privilege. They are also strange concepts 
to the individual in the so-called nation where the power 
of local and national government is so weak that a state 
of anarchy persists. 

The golden mean between the extremes of anarchy and 
human slavery presents a subtle objective towards which 
all law dedicated to the ideal of freedom through justice 
has striven throughout the ages. The extremes of un- 
bridled freedom and, on the other hand, of the dom- 
inance of a dictator over slaves are the simpler concepts 
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of the primitive mind. The goal of the legal equality of 
the strong and the weak and of the rich and the poor is 
the soul and spirit of a regime of justice. The details of 
local, state, and national political organization to achieve 
the true spirit of the law may be varied and apparently 
far from uniform, so long as they all contribute their fair 
share to the maintenance of a growing world social order. 

So much for the long vista into the future and its un- 
derlying objectives. 

As to the eternal present or the short-term view, what 
are the next steps on the highroad to world federal law? 
First, an inspired group of realistic leaders in each local 
community who, with a clear vision of the ultimate objec- 
tive, dedicate their lives to its achievement. Men who are 
already dedicated to the rule of law in their local and 
national communities will realize that the law’s suprem- 
acy must rapidly be extended to our one physical world 
in order to insure its existence in the limited areas where 
the rule of law still persists as the basis of a local way of 
life. 

Those new leaders will be more than lawyers concerned 
with mending rents in the social fabric after the damage 
is done. They will be concerned with the building of a 
vital, growing society in which wholesome social forces 
will be harmonized and integrated into an all-powerful 
force for the good of the whole human race in a rapidly 
changing world. They will be devoted to creative objec- 
tives and consecrated to the achievement of constructive 
results. 

Such leadership calls for a new profession, or at least 
a rededication of an old profession to its highest mission. 
This new profession might well be called that of the 
jurist-statesman. His high mission will be to integrate 
physical and human resources, precept and knowledge, 
into a balanced and coordinated reality for the well-be- 
ing of all mankind. To this end he will require the un- 
stinted collaboration of all men of good will from all 
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walks of life, from all callings and professions, and all 
men with specialized knowledge and skills. In the begin- 
ning, his orchestration may only achieve partial harmony, 
but with the high end of his cause as a constant objective, 
this harmony will surely tend increasingly to diminish 
the discord and conflict that produced two world wars in 
one generation and threaten a third. 

The human agencies that are working toward the fore- 
going ends at present are outlined in the second part of 
this article. 

The educational program that is necessitated to achieve 
the foregoing goals is tentatively outlined in the third 
part of the article. 


IT 


A Sketch of Progress Already Made 


There is encouraging proof that the lines of legal en- 
deavor in world organization and in the fields of law 
which cross national boundaries are being resumed, after 


the hiatus of the second World War, in some instances on 
a larger scale and with freshened enthusiasm and inter- 
est. Even a hasty review of the past accomplishments 
gives a surprising sense of the broad extent and general 
success of the work done between 1864 and 1914, and 
again between 1918 and 1939. 

The date 1864 is significant, for in that year confer- 
ences met and conventions were drafted to deal with the 
trans-atlantic cables and the overland telegraph on the 
London-Paris-Vienna-Constantinople-India route. The 
problems were astonishingly like those confronting the 
Civil Aviation Conference at Chicago in 1944, and the 
proposals discussed and solutions arrived at were similar. 
The chain of which 1864 forged the first link is now the 
Telecommunications Conference, and it has met since 
VE day and gone to work on radio, video, radar, and 
every aspect of this extremely active industry. Consult- 
ing the invaluable preface to Hudson’s first volume of 
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“International Legislation,” we find that the Danube 
Conference met in 1865, and that the current controversy 
between the United States, British and Soviet authorities 
as to the Danube traffic has a well-developed legal back- 
ground. 

The General Postal Union, started at Berne in 1874, is 
now the Universal Postal Union, registered letters being 
added in 1878, parcels post in 1880, and money orders 
and C.O.D. service in 1885, all of which we take so for 
granted that the great effort for their establishment, and 
the continued effort for their maintenance are overlooked 
by those who utilize these services. 

The protection of industrial property, which means 
trade marks and patents and the labelling of the place 
where an article was manufactured, was discussed at 
Paris in 1883 when a convention was formulated; indeed 
it was Lincoln who earlier had said that “The patent 
system adds the fuel of interest to the fire of genius,” and 
many lawyers are today no less hotly engaged over the 
problems of patent protection on the international or 
global scale, than their predecessors have been for over 75 
years. The related Union for the Protection of Literary 
and Artistic Works—copyright is our word for it—was 
formed at Berne in 1886, and its most recent form is seen 
in our new copyright law enacted this very year of 1948. 
The lawyer who would advise on its meaning should 
know the international as well as the local and federal 
backgrounds, which are extensive and illuminating. 

For medical and transport clients, the Sanitary Con- 
ventions began in 1887, and the developing sequence 
had such vitality that the post-war version was actually 
adopted during the war and brought into action through 
the mechanism of the UNRRA. We take its smooth 
functioning for granted, and are hardly surprised by its 
huge success, in this hurly-burly post-war world of pro- 
tests and struggles, in stopping the outbreak of plague 
and cholera in Egypt in 1947 by standard serums pro- 
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duced in such diverse places as Manila, India, the Soviet 
Union, Western Europe, and several parts of the Amer- 
ican hemisphere. This was a most extraordinary and 
heartening achievement. Every lawyer associated with 
a hospital or laboratory, engaged in Red Cross work, or 
consulted by an international transport enterprise should 
be adequately aware of the legal meaning of the Sanitary 
Conventions. 

The Rules of the Road at Sea were definitely stated by 
the International Marine Conference at Washington in 
1889; and while each nation seems to rivet its attention 
on its local adoption of those rules, the larger meaning 
for traffic is of the highest importance and has just been 
elaborately discussed by a full-dress post-war Conference 
on Safety at Sea held in London in June, 1948. 

The establishment of many new and independent States 
requires an active campaign of education to assure that 
the important conventions and agreements of the past, 
long since binding on the older governments, are ade- 
quately considered and adopted by the new ones. Such a 
task is, for instance, being performed for Egypt by a com- 
mission headed by Judge Brinton, President of the 
Mixed Court of Appeals, whose survey of the entire field 
of maritime conventions is found (in English) in the cur- 
rent issue of the Revue Egyptienne de Droit Interna- 
tional. 

In private law matters, there is more agreement and 
law than is revealed by our state and federal statute 
books, for by an annoying decision apparently first taken 
by the compilers of the Revised Statutes (1868-1878) and 
persisted in by the compilers of the current U. S. Code 
(1925), no treaty law is included in these compilations. 
Yet the Constitution declares, and many cases affirm that 
a treaty is the law of the land equally with a statute or act 
of the Congress. Thus for instance the U. S. Code does 
not even hint to the lawyer who consults it that the War- 
saw Convention, to which the United States adhered in 
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1933, is the active “law of the land” applicable to the 
transport of persons and goods by air between the United 
States and practically every foreign state to which our 
airliners fly (except South Africa, Argentina, and the 
west coast of South America). Nor do our law schools 
teach the student to look in the treaty sections of our 
Statutes at Large for the Salvage Convention, the Load 
Line and Safety Conventions, the Ocean Bill of Lading 
Convention, the many Conventions on Agricultural sub- 
jects. Nor in our present despair over divorce laws does 
one hear discussion of the sound work done at The Hague 
in 1902 and 1905 by the Conference for the Regulation of 
Conflicts of Law and Jurisdiction, which resulted in texts 
on Divorce and Separation, Marriage, Consequences of 
Marriage, Guardianship, and the Deprivation of a Per- 
son of Free Disposal of his Person or Effects. These sub- 
jects have a very modern and post-war ring. 

Indeed, the catalog of achievement in documentation, 
debate, formulation of texts, and actual adoption into law 
by great numbers of States, including the United States, 
is too long for the space allotted to this article. There is 
great need of increased familiarity with the record. 

Many groups on many levels are at work in these fields, 
and there is opportunity for any lawyer whose clients’ 
interests or personal inclinations point in these directions 
to take part. The International and Comparative Law 
Section of the American Bar Association is large and ac- 
tive, and its work is readily accessible. The Inter-Amer- 
ican Bar Association, which will meet in Detroit in May, 
1949, for the first session in an English-speaking com- 
munity, is open to all lawyers. The International Law 
Association, established in 1873 largely by the efforts of 
David Dudley Field, has been revived for post war 
effort, and is meeting lively competition in the form of 
the International Bar Association of which any lawyer 
may become a patron; both bodies met in 1948. The In- 
ternational Maritime Committee met in 1947 to revive 
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its work started in 1897; the Air Law Committee of the 
International Law Association has been reconstituted. 
The important International Chamber of Commerce has 
resumed its most important labors in Paris. 

On a government level, there are other legal groups to 
which an interested lawyer may have some access, or to 
which he may be appointed as a consultant. Associated 
with the United Nations is a growing group of special- 
ized and affiliated agencies, each of which has a legal 
staff of its own, engaged in research with a view to bring- 
ing about greater harmony in the law. The International 
Labor Office, perhaps the most successful larger enter- 
prise of the League of Nations and re-settled at Mon- 
treal, has resumed full scale activity. Its first post-war 
conference on maritime labor was held in Seattle in 1947. 
The purpose of the ILO is to spread higher standards of 
working conditions to all countries and minimize the ex- 
ploitation of labor in less protected areas; in this effort 
all lawyers concerned with labor problems must have a 
great interest. 

The World Health Organization, taking over the sur- 
veillance of the Sanitary Conventions already mentioned, 
organizes the medical forces of the world on a legal basis. 
The rapid movement of persons and insects, germ and 
virus in airplanes demands the strongest support of this 
work, and the legal enforcement of the standards adopted 
by WHO. 

The International Civil Aviation Organization, active- 
ly functioning in Montreal since 1945 with 48 member 
states, has taken over the pre-war work of the Commis- 
sion International de Navigation Aerien (CINA) and 
the Comité International Technique d’Experts Jurid- 
iques Aériens (CITEJA) in the related fields of tech- 
nical aviation safety standards and management, and the 
drafting of private law conventions relating to aviation. 
The CITEJA had scored two outstanding successes—the 
Warsaw Convention on Air Transport of Persons and 
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Goods (1929) and the Rome Convention limiting the 
right to arrest or detain scheduled aircraft at the time of 
take-off (1933); the new Air Law Committee of ICAO 
expects similar success for its new Convention on Title to 
Aircraft (1948), dealing with the recognition of condi- 
tional sales, chattel mortgages, and long-term leases. Sev- 
eral other topics of real importance have been studied by 
CITEJA and will come up for attention by [CAO when 
the needs become pressing. 

In similar vein, a Merchant Shipping Consultative 
Organization is being considered, to carry on the activ- 
ities of the war-time inter-allied shipping groups, and to 
follow up the Safety at Sea Convention, laws and stand- 
ards somewhat as the ICAO presides over aviation stand- 
ards. 

The Bank for Reconstruction and Development, the 
International Monetary Fund, the Food and Agricul- 
tural Organization, the nascent World Trade Organiza- 
tion are all of intense interest to business and farmers; 
and the lawyer of today and tomorrow may not risk be- 
ing uninformed about them. 

In somewhat less formal fashion, several governments 
have established a tradition of interest in promoting con- 
ferences on legal topics with a view to finding common 
ground for drafting multi-lateral conventions for the 
unification of various fields of law. This work resembles 
that familiar to us through the Conference of Commis- 
sioners on Uniform State Laws. The Netherlands gov- 
ernment has perhaps done more than Belgium or France 
in this direction; a meeting is being arranged for 1949 
to consider such urgent topics as statelessness and nation- 
ality, restitution of property to which the title has become 
clouded during years of war, renvoi, and judicial assist- 
ance. Lawyers generally join in this work. Results may 
be fruitful. To such efforts we owe the rules on c.i.f. sales 
contracts, confirmed letters of credit, and negotiable in- 
struments, the original “Hague Rules” for ocean bills of 
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lading, and the York-Antwerp Rules for general average. 
The areas of multi-national re-statement and agreement 
are much wider than an inspection of the average Amer- 
ican law library or the digest and encylcopedia volumes 
would suggest. We look forward to the early resumption 
of Judge Hudson’s series of volumes of International 
Legislation—now seven in number—which will soon 
place a further mine of material at the disposal of the 
bar. 

On the highest level, the United Nations has created a 
Commission for the Development of International Law, 
to which fifteen distinguished jurists have just been 
elected—among them Professor Manley O. Hudson, now 
of Harvard, and Professor James W. Brierly of Oxford. 
One of the chiefs of the legal section of United Nations, 
Dr. Liang, has become a familiar figure among Amer- 
ican lawyers, to whom he has spoken on many occasions 
during the past year. When the publication of the 
League of Nations Treaty Series is resumed by the 
United Nations, an invaluable source of “international 
legislation” will again become generally available, after 
an enforced interruption of some ten years. 

Firmly based on the many activities of the past 75 
years, the work of carrying forward the study, formula- 
tion and adoption of further texts in useful subjects may 
be said to be at mid-field, or in some cases far beyond the 
half-way mark; and the goals are in sight. There may be 
checks and set-backs, but there can be no retreat; and it 
is essential that knowledge of international and compar- 
ative law be more widely diffused. The concluding sec- 
tion of this paper deals with the steps to be taken. 


III 


The two preceding sections have dealt with the long 
and short range objectives of law in the world which we 
are facing, and with some of the human agencies which 
already are working toward these ends. The suggestion 
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has been made that the situation calls for the develop- 
ment of a new type of lawyer, described as a jurist-states- 
man. The question then arises as to the educational pro- 
gram required to produce these jurist-statesmen, the law- 
yers of the future. 

There is plenty of evidence that this question, involv- 
ing as it does an appraisal of our entire system of legal 
education, is one of great current interest. Since VE day 
more than fifty articles on the general subject of legal 
education in the United States have appeared in law re- 
views and other legal periodicals. The Association of 
American Law Schools has inaugurated a quarterly pub- 
lication, the Journal of Legal Education, devoted to the 
field. Nor has the interest been restricted to teachers. 
Students representing forty-two law schools throughout 
the country met in July, 1947, in New York for a two 
days conference at which they probed rather acutely into 
a number of educational problems. Throughout these 
discussions there runs a thread of awareness of expand- 
ing horizons. 

That the time is peculiarly appropriate for construc- 
tive thinking along global lines is indicated also by other 
factors. Two trends are currently discernible. On the one 
hand, there is a growing tendency among law schools to 
teach law not merely as a bundle of rules but as part and 
parcel of the economic, social and political life of the 
period. Modern teaching methods in many courses ex- 
emplify this. It is perhaps true that a certain provincial- 
ism is still to be noted in this connection, with a concur- 
rent disposition to regard the background as bounded by 
the community. Fundamentally, however, there is in- 
creasing realization that international considerations in- 
trude upon almost every aspect of modern life. Lawyers 
and teachers of law alike must be familiar with these in- 
ternational implications and must have an appreciation 
of the international scene. 

A second trend is observable in the practicing profes- 


I 
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sion, a tendency to get excited about international and 
comparative law questions. Recent activities in the Sec- 
tion of International and Comparative Law of the Amer- 
ican Bar Association, the organization of such bodies as 
the Inter-American Bar Association, the decision of the 
editors of the American Bar Association Journal to de- 
vote a special section to international law, all are mani- 
festations of this phenomenon. There is nothing altruistic 
about this attitude of the lawyers. More and more legal 
business cuts across national lines, in the handling and 
disposition of estates, in matters concerned with trade 
marks and copyrights, in the interpretation and applica- 
tion of treaties and trade agreements, and in countless 
other ways. At any time the practicing lawyer may find 
himself involved with buyers and sellers who live in dif- 
ferent countries, with bills of exchange or letters of credit 
drawn on one continent and payable on another, with 
ocean bills of lading, or with some other of the numerous 
paraphernalia of international trade. The need to know 
something of international and foreign law is on the way 
to become a commonplace in daily practice. 

Notwithstanding such considerations, relatively few 
law schools are offering courses designed to meet these 
needs. Of more than one hundred member schools of the 
Association of American Law Schools, approximately 
thirty give instruction in international law and only six- 
teen make any use of comparative materials. Under these 
conditions the great majority of lawyers have little educa- 
tional background with an international flavor. In his 
last report as Dean of New York University Law School, 
Arthur Vanderbilt, now Chief Justice of New Jersey, de- 
clared that lawyers are not ready to meet the rapid 
change which the profession is undergoing, and that in 
international affairs they are unprepared emotionally as 
well as intellectually. 

The situation contains a challenge, and the challenge is 
to the educators. Some random thoughts may be haz- 
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arded. Let us not get the idea that our whole structure of 
legal education must be torn down and rebuilt. American 
legal education has been on the whole pretty satisfactory, 
and has turned out remarkably competent men. As Pro- 
fessor Leach has pointed out in an article in the Autumn 
number of the Journal of Legal Education, when some 
national emergency requires that the human content of 
the country be shaken up to produce leaders, a surprising 
number of lawyers come to the top of the barrel. If the 
changing conditions of the modern world call for corre- 
sponding changes in the system, the answer would seem 
to lie in revision rather than in reconstruction. Let us not 
forget that legal education in any event is a continuing 
process, beginning long before law school and going on 
long thereafter. If we are stressing here that part of the 
education which is comprised within the three years spent 
at law school, it is because we are concerned at the mo- 
ment with the amount of international exposure which 
the student should get during that period. We must re- 
member in that connection, as writers constantly remind 
us, that existing curricula are loaded to the Plimsoll 
mark, and that courses are dictated more by the require- 
ments of state bar examiners than by national or interna- 
tional considerations. Let us not suppose either that it 
should be the function of our law schools to turn out a 
vast army of exclusively international lawyers. There 
will always be need of purely local lawyers, state court 
lawyers, federal court lawyers, administrative lawyers, 
tax, patent, etc., lawyers. There must always be street- 
sweeper lawyers; for the victim in the hospital has the 
right to consult a lawyer and to get his rights. Not every 
lawyer needs to be expert on all levels; but every lawyer 
must study his own government, and under modern con- 
ditions he must know something of the world picture. 
The practical question is the extent to which the law 
schools can and should deal with this problem. 

The law students, 1947, New York conference felt that 
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“the lawyer’s function as a citizen, a molder of public 
opinion, and a public servant increasingly demands of 
him a better background in international and compar- 
ative law than most present law school curricula offer.” 
They concluded by recommending the addition of com- 
parative law materials to present curricula in whatever 
manner the law faculties thought feasible, and by stating 
further that international law merits attention in the law 
school’s program for the general practitioner. 

In the summer of 1948, teachers from twenty-two 
American and seven foreign law schools, together with a 
number of interested practitioners, met for two weeks in 
New York to discuss various problems in the teaching 
of international and comparative law. Among the reso- 
lutions adopted by this group at its final session, the fol- 
lowing is particularly noteworthy: “Resolved: that this 
Institute regards as essential to a realistic modern legal 
education the teaching of international, foreign and com- 


parative law by all law schools, recognizing that the num- 
ber of courses in international, foreign and comparative 
law, or the introduction of comparative materials in ex- 
isting courses, will depend on the resources of the par- 
ticular law school and the availability of qualified per- 
sonnel.” 


To our critical readers: We would appreciate re- 
ceiving your creative suggestions. The vital factor 
is the action you take and the fruit it bears. 
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EDITORIAL NOTE 


THE Monopoty CoNCEPT OF TRADE-MARKS AND TRADE-NAMES AND 
“FrEE Ripe” THEoryY OF UNFAIR COMPETITION 


The law of unfair competition deals primarily with economic injur- 
ies. All such injuries, however, are not illegal per se since some are 
accepted as a necessary corollary of the private competitive enter- 
prise system. Consequently, in the absence of a legislative declaration 
of public policy, it is the duty of the courts continually to enumerate 
as illegal those particular business practices inflicting economic injury 
deemed to be abhorent to, and incompatible with, the system. By 
this judicial process some well defined principles have become gen- 
erally accepted. However, basic philosophic differences of opinion 
concerning the competitive system have prevented general agreement 
as to the status of some business practices. This is well illustrated 
by the current judicial division of opinion concerning the appropria- 
tion by a noncompetitor of another’s valid trade-name for use with 
unrelated goods or services. 

Originally the only basis for relief for unfair competition was a 
showing of actual competition and a loss of sales by passing off. The 
second stage of development, in which the requirement of competi- 
tion was eliminated, may be catagorized as the era of the “related 


goods” test as a means of extending judicial relief. This test prob- 
ably had its origin in the leading English case of Eastman Co. v. 
The Kodak Cycle Co.? in which the use of the term “Kodak” by de- 
fendant for cycles was enjoined. The court said: 


It appears that the “Kodak Cameras” are especially available 
for use on cycles, and that they are much used by cyclists, and the 
Plaintiff company has done a large trade in these ‘“Kodaks” 
for the purpose of cycles. It has made certain special forms of 
“Kodaks” so as to especially adapt them for use on cycles. . . 
To a certain extent the Plaintiff company is identified with the 
name “Kodak” as connected with cycles, and so great is the con- 
nection between the two classes of business, that in all probabil- 
ity . . . the Plaintiff company may wish hereafter to manufac- 
ture and sell cycles specially adapted to carry their “Kodaks.” * 


But after this puerile analytical flight the court discloses the real 
basis for its decision, namely, that the use of the term “Kodak” 


. would deceive . . . the public into the supposition that 
the . . . Defendants were the same company as the Plaintiff 
Company, or at any rate connected with that Company... . I 


(c aes in Co. v. Borden’s Condensed Milk Co, 201 Fed. 510 
215 Rep Pat _ 105 (1898). 
3 Jd. at p. 110. 
[112] 
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think it would injure the Plaintiff Company, and would cause 
the Defendant Company to be identified with the Plaintiff Com- 


pany... .* 

Confusion of source, then, with its attendant possible injury to the 
plaintiff, as enunciated in the Kodak case, became the basis for a long 
line of American cases and the measure of that confusion first applied 
was the “related goods” test. Starting in 1917 with the case of 
Aunt Jemima Mills Co. v. Rigney Co.® the courts of this country 
adopted the reasoning of the Kodak case with resultant strained 
analyses to find “related goods.” ® Confusion of source being recog- 
nized as the wrong, it became obvious that the “related goods” test 
for the wrong was not exclusive but merely one of many possible 
evidences of confusion. The Aunt Jemima case itself, supra, had not 
only heralded the “related goods” test but also in its dicta foreshad- 
owed the trend to the “free ride” theory: 


Obviously the public, or a large part of it, seeing this trade- 
mark on a syrup would conclude that it was made by com- 
plainant. Perhaps they might do so if it were used for flatirons. 
In this way the complainant’s reputation is put in the hands of 
the defendants.” 


Hence, in the third stage of development of trade-mark and trade- 


name protection the emphasis is on the risk or threat of injury to the 
reputation and good will of the plaintiff. This brings us to today’s 


4 Id. at pp. 111-112. 

5247 Fed. 407 (C. C. A. 2d, 1917). 

6 Wall v. Rolls-Royce of America, 4 F. (2d) 333 (C. C. A. 3d, 1925), 
radio tubes and automobiles. 

7 Supra note 5 at p. 410. 

8In Yale Electric Corp. v. Robertson, 26 F. (2d) 972, 973, 974 (C. C. A. 
2d, 1928) Judge L. Hand announced the principle as follows: oo ee oe 
at first a debatable point whether a merchant’s good will, indicated by his 
mark, could extend beyond such goods as he sold. How could he lose bargains 
which he had no means to fill? What harm did it do a chewing gum maker 
to have an iron-monger use his trade-mark? The law often ignores the nicer 
sensibilities. 

“However, it has of recent years been recognized that a merchant may have 
a sufficient economic interest in the use of his mark outside the field of his 
own exploitation to justify interposition by a court. His mark is his authentic 
seal; by it he vouches for the goods which bear it; it carries his name for 
good or ill. If another uses it, he borrows the owner’s reputation, whose 
quality no longer lies within his own control. This is an injury, even though 
the borrower does not tarnish it, or divert any sales by its use; for a reputation, 
like a face, is the symbol of its possessor and creator, and another can use it 
only as a mask. And so it has come to be recognized that, unless the bor- 
rower’s use is so foreign to the owner’s as to insure against any identification 
of the two, it is unlawful.” This expansion of protection as qualified by the 
last sentence above quoted has logically expanded the tests of confusion of 
source beyond the essential characteristics of the goods to channels of trade, 
general purpose of the goods, and class of purchasers. Callmann, UNFAIR 
CoMPETITION AND TRADE-Marks (1945) Sections 82.2 (c) (2), 82.2 (c) (3), 
and 82.2 (c) (4). 
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warring philosophies. The crystalization of the issue received impe- 
tus from the advancement of the “dilution theory” of trade-marks by 
Schechter * in 1927 and has become progressively clarified until it 
now focuses around the so-called “free ride” theory and social-eco- 
nomic arguments as to the desirabiity of extending protection.*° The 
term is a loose one. It may mean that the defendant is getting a 
“free ride” at the immediate risk of the plaintiff’s reputation,“ or 
that his “free ride” has a relation to a more remote risk of injury to 
the plaintiff..* As gathered from the decisions it may be fairly de- 
fined as nothing more than a shorthand expression of the doctrine of 
the International News Service v. Associated Press case that a 
cause of action for unfair competition may be sustained by a showing 
that defendant reaps where he has not sown, that is, defendant is 
“poaching on,” taking a “free ride” or “riding on the coattails” of 
the plaintiff’s labor or good will. Applied to trade-names it simply 
means that the defendant is getting the benefit of the good will of the 
plaintiff’s trade-name without actually diverting sales from the latter. 
Opposed to the judicial extension of protection in such cases there 
is considerable authority.’* 

The recent case of Triangle Publications Inc. v. Rohrlich** pre- 
sents the conflict very clearly. Since September 1944 plaintiff had 
published a girls’ magazine entitled “Seventeen,” for which a trade- 
mark registration was granted on January 9, 1945, for a “monthly 
magazine devoted to the interests of girls.” In February 1945, the 
defendants adopted “Miss Seventeen Foundations Co.” as a partner- 
ship name and began to make and sell girdles under the trade-mark 
“Miss Seventeen.” The lower court found that plaintiff’s magazine, 
catering to girls thirteen to eighteen years of age, was an important 
advertising medium for teen-age apparel and accessories; that many 
such girls had acquired a belief that articles, including girdles, adver- 


® Schechter, The Rational Basis of Trademark Protection (1927) 40 Harv. 
L. Rev. 813. 

10 See, for example, the concurring opinion of Judge Frank in Standard 
Brands v. Smidler, 151 F. (2d) 34, 37 (C. C. A. 2d, 1945) and the opinion 
in Eastern Wine Corp. v. Winslow-Warren Ltd., 137 F. (2d) 955 (C. C. A. 
2d, 1943). 

11 Cit. supra note 8. 

12 Tiffany & Co. v. Tiffany Productions, Inc., 147 Misc. 679, 264 N. Y. S. 
459; aff'd "362 N. Y. 482, 188 N. E. 30 (1932). “The history of important 
trademark litigation within recent years shows that the use of similar marks 
on non-competing goods is perhaps the normal rather than the exceptional case 
of infringement. . . The real injury in all such cases can only be gauged 
in the light of what ‘has been said concerning the function of a trademark. 
It is the gradual whittling away or dispersion of the identity and hold upon 
the public mind of the mark or name by its use upon non-competing goods.” 
Schechter, supra note 9 at p. 825. 

18248 U. S. 215, 39 Sup. ro 68 (1918), 63 L. ed. 211. 

14 Infra note 43. 

15 167 F. (2d) 969 (C. C. A. 2d, 1948). 
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tised in “Seventeen” had an added desirability; that the use of 
“Seventeen” to describe any teen-age apparel was likely to create a 
belief in the mind of such girls that “Seventeen” had advertised or 
commented editorially thereon; that “Seventeen” as applied to the 
magazine had acquired a secondary meaning almost immediately 
after publication of the magazine. Defendants knew of the existence 
and nature of plaintiff’s magazine when they adopted “Miss Seven- 
teen” for girdles. On appeal, the defendant’s conduct was enjoined 
as unfair competition on the ground that plaintiff had “acquired a 
secondary meaning and that the defendants’ use of that word was 
likely to cause a confusion as to the sponsorship by plaintiff that might 
be harmful to the latter’s reputation.” 2° 

Judge Frank, who is probably more responsible than any other 
federal judge today for highlighting and spelling-out the controversial 
issues,’’ dissented on grounds which will be discussed below. 


The Issue 
The basis of the majority opinion is summarized in one sentence: 


Such a prospective gain to the defendants, which apparently 
caused them to make use of the word “Seventeen”; would 
necessarily be at the risk of the plaintiff's reputation and the 
realization of it through the erroneously supposed sponsorship 


of the plaintiff would injure the latter’s reputation if goods sold 
by the defendants were inferior to the high quality which the 
public attributed to the goods actually advertised in or commented 
upon by the magazine. . . . [Emphasis added.] ** 


Judge Frank’s position is that the probability of confusion “. . . is 
so slight as to be virtually incredible” ; that the real basis of relief to 
a plaintiff is actual injury since the “free ride” theory has been dis- 
credited ; that although the courts do extend relief in cases of “prob- 


able confusion” plaintiff should be required in an extraordinary case 
like this 


. . to prove that defendant’s product is so substandard 
that, if that product be associated by consumers with plaintiff, 
impairment of plaintiff’s good-will is a likely result. *° 


However, the convictions of Judge Frank go much deeper than a 
legal analysis of case law. The issue is epitomized in LaTouraine 
Coffee Co. v. Lorraine Coffee Co.*° Judge Clark speaking for the 
majority there said that “a monopoly of the words “‘LaTourane-Lor- 


16 Jd. at p. 972. 

17 Supra note 10. 

18 gn nos e at p. 972. 

19]d. a 

20 157 tr. Pid) ‘115 (C. C. A. 2d, 1946). 
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raine’ for the coffee-bean hardly seems world-shattering.” In dis- 
senting, Judge Frank’s position was that the “world shattering” char- 
acter of the monopoly was unimportant. The important point was 
that one decision tends to breed its own kind and therefore if a 
monopoly were allowed in one case, it would serve as a precedent to 
“yield a multitude of judge-made name-monopolies granted by the 
courts without, I think, due regard for the public welfare.” ** Re- 
duced to its simplest terms the determination as to whether we shall 
extend the trade-name doctrine, turns on the question of social and 
economic philosophy. The majority of the court here has accepted 
a policy which extends protection to the trade-name as an advertising 
medium. Judge Frank, on the other hand, in spite of his repeated 
assertions that he is not a victim of “monopoly-phobia,” *? seems to 
be opposed to the underlying economic philosophy of extension of 
trade-name protection to an advertising medium. He states the con- 
siderations in terms of a social and economic policy question as fol- 
lows: 


The trade-name doctrine, this court has said per Judge 
Learned Hand, enables one to acquire a vested interest in a de- 
mand “spuriously” stimulated through “the art of advertising” 
by “. . . the power of reiterated suggestion” which creates 
stubborn habits. . . . This poses an important policy question: 
Should the courts actively lend their aid to the making of profits 
derived from the building of such habits, if and whenever those 
stubborn habits so dominate buyers that they pay more for a 
product than for an equally good competing product? . . . its 
basic virtue is generally regarded as consisting of its benefits to 
consumers. The magna carta of competition, Adam Smith’s 
The Wealth of Nations, made it clear that the consumer’s in- 
terests were to be the dominant aim of the competitive system. 
. . . But the legal protection of trade-names does not engender 
competition; on the contrary, it creates lawful monopolies, im- 
munities from competition. And the legally forbidden invasions 
of those monopolies might often benefit consumers. [Emphasis 
added. } 

. . the conventional assumption that trade-name protection 
importantly adds, in direct fashion, to consumers’ economic wel- 
fare, has not yet been proved to be true in fact. And the doubts 
about its truth have brought this question sharply into focus: 
Even if these trade-name exceptions to the presumption in favor 
of competition are of no direct use to consumers, do they serve 
a sufficiently important social interest to justify their exist- 
ence? 78 


21 Jd. at p. 125, 
22 Supra note 15 at p. 982. 
28 Supra note 15 at p. 980 note 13. 





EDITORIAL NOTE 117 


Starting, then, with a premise that “the common-law tradition is 
inimical to monopolies” ** and that the protection of a mark yields a 
monopoly, Judge Frank arrives at a position very close to an accept- 
ance of the out-moded theory that passing-off is the limit of the wrong 
to a plaintiff.” 

The strictures which Judge Frank would throw around the pro- 
tection of trade-marks and names, aside from the “close-in” attack 
on the facts, are primarily bulwarked by an analysis of the issues 
above which first purports to show that the “free ride” theory “is 
today discredited” ** and secondly, that there is a valid objection to 
extension of protection on monopoly grounds. These positions will 
be considered in that order below. 


Status of the “Free Ride” Doctrine and Its Rationale 


To say that the “free-ride” theory is today discredited is to lose 
sight of the fact that the development of the law of trade-marks and 
trade-names has been a continual process of judicial exclusion and 
inclusion with a gradual shifting of the illusory “line” which the 
courts must draw, in the direction of greater protection. This proc- 
ess has entailed the weighing of many factors with the attendant re- 
sult that it is often difficult to say that any one case turned on this 
or that point or theory. Therefore, it is advantageous to analyze the 
recent case law in an effort to determine the effect that the “free- 
ride” doctrine has had in the determination of the cases and its pos- 
sible future weight. It must be admitted that no court has based its 
relief exclusively on the basis that the “free ride” without risk of 
injury to reputation is a wrong to plaintiff. However, to say that 
the theory is discredited by the courts generally is another thing, for 
the decisions are convincing on the point that although the “free- 
ride” theory may not have been the one and only determinative fac- 
tor considered by the courts in giving relief, it has undoubtedly been 
a persuasive factor in many cases. It was accepted in the compara- 
tively early case of Tiffany & Co. v. Tiffany Productions, Inc.,?" 
which extended the concept of confusion of source to confusion in 
the sense of sponsorship or connection with the first user. Plaintiff, 
the famous “Tiffany” jeweler obtained an injunction against the use 


24 Jd. at p. 982. 

25 Judge Frank quotes Judge L. Hand with approval from §. C. Johnson & 
Son v. Johnson, 116 F. (2d) 427, 429 (C. C, A. 2d, 1940): “We are nearly 
sure to go astray in any phase of the whole subject, as soon as we lose sight 
of the underlying principle that the wrong involved is diverting trade from the 
first user by misleading customers who mean to deal with him.” Supra note 
15 at p. 978. 

26 Supra note 15 p. 974. 


27 Supra note 12. 
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of “Tiffany” by defendant in connection with the production of mov- 
ing pictures. Although the court predicated its decision largely upon 
the likelihood of confusion of sponsorship and the bad faith of the 
defendant, it is significant that the “dilution” or “free-ride” theory 
as advanced by Schechter, supra, was expressly accepted. Protec- 
tion has also been extended without reference to the likelihood of 
confusion factor except by implication. In Alfred Dunhill of Lon- 
don Inc. v. Dunhill Shirt Shop Inc., ** the plaintiff used the mark 
“Dunhill” for smokers’ supplies. The court enjoined the use of 
“Dunhill” for shirts without specifically mentioning the possibility of 
confusion, saying : 


I think this is a plain case for injunctive relief. The only con- 
ceivable reason for the use of the name “Dunhill” by the defend- 
ant is to trade on the reputation and good will of the plaintiff. 


In many cases the courts find confusion where it is extremely 
doubtful or de minimis. The use of the name “Esquire” by defendant 
for a business serving food, wines, and liquors was enjoined at the 
suit of plaintiff, magazine publisher, on the grounds of “willful un- 
fair competition” and a property right in the name. Confusion was 
found although it seems doubtful at best.*° A striking illustration 
of a court paying lip service to the doctrine of confusion of source 
and at the same time extending the boundaries of relief is found in 
the recent case of Stork Restaurant, Inc. v. Sahati.** In enjoining 
the use of the name “Stork Club” for a small San Francisco bar, the 
court said: 


In these days of chain restaurants, one would not have to be 
uncommonly naive to assume that even a “humble” cafe at Turk 
and Hyde Streets, San Francisco, might be an unpretentious 
branch of a glittering New York night spot. A branch unit is 
usually less elaborate and impressive than the “mother house.” *? 


Just as the “related goods” test was absurdly tortured, so now is 
the “likelihood of confusion” test. However, the thrust of this deci- 
sion is much deeper. The court considers the trade name as a valu- 
able business asset; considers the vast expenditures of plaintiff to 
build it up, and the fact that defendant is in the category of “.. . 
reaping where one has not sown,” ** and “. . . threatens to ‘nibble 


283 F. Supp. 487 (S. D. N. Y. 1929). 

29 Ibid. 

80 Esquire Inc., v. Esquire Bar, 37 F. Supp. 875 (S. D. Fla. 1941). 
81166 F. (2d) 348 (C. C. A. 9th 1948). 

82 Td. at p. 358. 

83 Jd. at p. 357. 
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away,’ ‘whittle away,’ or ‘dilute’ the value of its dearly-bought pres- 
tige.” ** So in Johnson v. 20th Century-Fox Film Corp.,** it is said: 


We should be realistic . . . titles, names, slogans, catch- 
phrases and the like have become of great value. . . . Large 
sums are paid for their use in advertising. The law is not 
quiescent. . . . In Academy of Motion Pictures, etc. v. Benson 
.. °° it was held that an injunction should issue even though the 
infringer was using the name in a non-competing business. The 
reasoning of the latter cases is that use by another of the name 
or title results in a dilution of its value to the original appropria- 
tor. [Citing Tiffany case, supra. ] 


In Hanson v. Triangle Publications,*" with reference to the use of 
“Seventeen” by a dress manufacturer, it was held that 


. . . the finding here as to the reputation and good will of 
plaintiff's magazine, as to defendants’ deliberate attempt to get 
a free ride on this standing, and as to the likelihood of public 
confusion . . . clearly entitled the trial court to hold that de- 
fendants were guilty of unfair competition. [ Emphasis added. ]** 


In disposing of defendant’s contention in the above case that the 
general law was not the law of Missouri and that the case should 
have been governed by Missouri law the court said, 


And while we have found no Missouri case that is determina- 
tive, it is our view that the same rule would be applied by the 
courts of that State. Thus, as an indication, in National Tele- 
phone Directory Co. v. Dawson Mfg. Co. . . .** the court re- 
ferred to the narrow and technical sense in which the term “un- 
fair competition” had been used in the earlier English and 
American cases and made the following comment: “The doc- 
trine as thus announced has since, by process of growth, been 
greatly expanded in its scope to encompass the schemes and 
inventions of the modern genius bent upon reaping where he has 
not sown.” *° 


In Stork Restaurant, Inc. v. Marcus* the court in clear terms, 
gives the true rational basis of protection. It is said that the benefit 
to defendant is not alone “sufficient to establish plaintiff's right to 
the relief sought” but there must be “probable ultimate injury” to 
plaintiff... . [Emphasis added.] This is found in the “. . . threat 

. of growing confusion to the detriment of the plaintiff's reputa- 


347d. at p. 364. 

35 82 Cal. App. (2d) 796, 187 Pac. (2d) 474, 487 (1947). 
8615 Cal. (2d) 685, 104 Pac. (2d) 650. 

87163 F. (2d) 74 (C. C. A. 8th, 1947). 

88 Jd. at p. 78. 

39 214 Mo. App. 683, 263 S. W. 483, 484 (1924). 

40 Td. at pp. 78-79. 

41 36 F. Supp. 90 (E. D. Pa. 1941). 
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tion... .” Then the court admits that really “the foreseen confusion, 
if it occurs, will not damage the reputation . . . ‘at large’ of the 
plaintiff” but that the real basis is that 


Upon the strength of a single, if sustained precedent, the 
plaintiff could be literally “hemmed in” by “Stork Clubs” until 
the public was so surfeited with the name that the mere mention 
of the name would provoke contrary reactions.* 


With the increasing tendency of some courts to stretch the doc- 
trine of “likelihood of confusion” and the prevalance of arguments 
predicated on the “free ride” theory, it is incorrect to refer to it as 
“the now discredited theory.” It remains to be seen whether the 
border reconnaissance of these judges is establishing a bridgehead of 
absolute protection or whether positions will be consolidated around 
a strict test of confusion ** or whether the “free ride” theory will 
merely remain as one factor among many to be taken into considera- 
tion. 

Since the courts refuse to allow an individual litigant to become 
the “vicarious champion” ** of the people, the courts must be taken 
to have found a wrong sufficiently impressive to cause some of them 
at least to constantly expand the doctrines of unfair competition in 
this field. What, then, is that wrong? We must begin by looking at 
the nature of the trade-name. An important, if not the prime value 
of a trade-name lies in its advertising appeal.** Producers of all 
kinds are constantly endeavoring to identify their product by a name. 
In the competitive “free-for-all” of consumer goods a trade-name is 
almost as indispensable an integral part of the business as capital. 
Every producer is in a sense a competitor in advertising techniques.*® 
If A succeeds in creating a secondary meaning for a particular trade- 
name he has a valuable business asset, the value of which is directly 
proportional to the protection it can command from the courts. If 
defendant in a totally unrelated business is allowed to use that mark 
for a “free ride” on its good will there is a resultant competitive in- 
jury to A. The association pattern which A has built up solely be- 


42 Td. at p. 94. 

43 Cases ‘ilustrative of the strict rule are: California Fruit Growers Ex- 
change v. Sunkist Baking Co., 166 F. (2d) 971 (C. C. A. 7th, 1947) ; National 
Fruit Products Co., v. Dwinell- Wright Co., 129 F. (2d). 848 (C. c - Set, 
1942); Johnson & Son v. Johnson, 2% note 25; and Trunz Inc., v. Farmer 
Boy Corp., and Equipment Co., 78 U. S. P. Q. 31 ‘(N. Y. S. Ct. 1948). 

44 Johnson & Son v. Johnson, supra note 25 at p. 429. 

45 Mishawaka Mfg. Co. v. S. S. Kresge Co., 316 U. S. 203, 62 Sup. Ct. 
1022, 86 L. ed. 1381 (1942). “A trade-mark is but a species of advertising. 

.” Northern Warren Corp. v. Universal Cosmetic Co., 18 F. (2d) 774 
(C. CA. 7th, 1927). 

46 Tt has been argued that producers are not competitors in an economically 
useful sense. Brown, Advertising and the Public Interest: Legal Protection 
of Trade Symbols (1948) 57 Yate L. J. 1165, 1173. 
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tween his product and his trade-name is shorn of its magnetic power 
even if the products are as unrelated as a steam shovel and lipstick, 
for assuming the mark is effective, one inroad will lead to another 
until the mark eventually will suffer the fate, for example, of the 
mark “Arrow,” *7 which although perhaps originally distinctive with 
reference to a particular product suffered from the dilution conse- 
quent to many and varied users of the mark. The injury to A is 
then apparent. The advertising value of his trade-name has been 
partially destroyed. Now, there is a multiple association pattern in 
the consumer mind. The word “Seventeen” flashed across the con- 
sciousness of a person may simultaneously mean a magazine, a corset, 
a dress, a bicycle, etc. The realization that A has suffered a wrong 
as outlined above has, it is believed, led the courts to give protection 
on the basis of an enlarged concept of competition, the protection of a 
property right in the trade-mark, the “free ride” theory, or as in the 
instant case, the possibility that the public will believe that B’s goods 
were made or sponsored by A with the consequent risk to A that B’s 
goods will be inferior and thereby reflect on the good name which A 
has built up, or a combination of two or more of the above factors. It 
is submitted that in these cases of unrelated goods the courts are 
actually protecting the advertising medium which has become synono- 
mous (at a great expense) with a certain product and quality as a 
necessary incident to the owner’s business. 

The acceptance of the above rationale makes it highly illogical to 
apply a strict rule of confusion. The circuitous path would be as fol- 
lows: One defendant is allowed to use plaintiff’s trade-name on a 
totally unrelated product because there is no likelihood of confusion. 
The damage to plaintiff is unperceptible. Others follow. Each case 
is a precedent for a use of the name on a product a little more likely 
to cause confusion. Then one day plaintiff goes to court and asks for 
an injunction where likelihood of confusion is apparent. It is too 
late. In the Arrow case ** the plaintiff, a manufacturer of beer sold 
in nineteen states under the trade-name “Arrow” since 1913 sought 
an injunction against defendant’s use of it on cordials and liquors. 
In denying the injunction the court said, 

The word itself or the pictorial representation of an arrow 
has been registered ninety-eight times as a trade-mark for vari- 
ous articles, including collars, shirts, playing cards, toggle belts, 
sewing machines, condensed milk, pickles, noodles, etc., etc. Nine 


times it has been registered for alcoholic beverages. . . . Obvi- 
ously the word has a common appeal to advertisers. . . .*° 


47 Arrow Distilleries v. Globe Brewery, 117 F. (2d) 347 (C. C. A. 4th, 
1941). See infra p. 122. 
48 [hid 


49 Id. at p. 351. 
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The court might have added that any word which has acquired 
value as an advertising appeal has such an appeal to other advertis- 
ers. Over one hundred requests were made to use the word “‘Seven- 
teen.” °° It goes without saying that it would have been impossible 
for plaintiff to have stopped most of the uses in the Arrow case and 
yet they are subsequently hurled at him to show that his name is in 
common use lacking individuality of association and not entitled to 


protection in a case where confusion is highly probable. The court 
said, 


. the rule that coined or fanciful marks or names should be 
given a much broader degree of protection than words in com- 
mon use is sound, for it recognizes . . . the fact that in modern 
business the trade-mark performs the added function of an adver- 
tising device, whose value may be injured or destroyed unless 
protected by the courts.* 


The above rule is contrary to the spirit of the new Trade Mark 
Act.*? A name weak when first used but which has subsequently 
acquired a secondary meaning serves the same purpose as an orig- 
inally more arbitrary word. The law provides for the acquirement 
of such a secondary meaning.** It is completely irrational to provide 
by law for the acquiring of a right via secondary meaning and then 
fail to provide protection against the gradual “whittling away” of its 
value until on almost direct attack, as in the Arrow case, supra, it 
can command no protection. The plaintiff in the instant case was 
merely trying to insure itself from being “. . . ‘hemmed in’ by [‘Sev- 
enteens’] until the public was so surfeited with the same that the mere 
mention of the name would provoke contrary reactions.”  Further- 
more, the new Act by implication places the burden of vigilant pro- 
tection on the owner of a mark.®® The promise of protection in the 
Act, conditioned by vigilant self-protection, extended on one hand by 
the legislature should not be rendered illusory by judicial decisions on 
the other hand which make the fulfilment of the condition impossible. 


50 Hanson vy. Triangle Publications, supra note 37 at p. 76. 
51 Supra note 47 at p. 351. 
52 Trade Mark Act of 1946, 60 Stat. 427 (1946), 15 U. S. C. sec. 1051 et 
seq. (1946). 
58 Tbid. 
54 Stork Restaurant v. Marcus, supra note 41. 


55 Supra note 52 secs. 8 and 45(b). Section 8 specifies the duration of the 
mark and section 45(b) threatens the owner with cancellation “... when 
any course of conduct of the registrant, including acts of omission as well as 
commission, causes the mark to lose its significance as an indication of origin.” 

[ Emphasis added. ] 
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Judge Frank attempts to bolster his attack upon the “free ride” 
theory on the basis that 


. . the courts have often held that, even when a defendant has 
the deliberate purpose to “palm off” his good as those of another, 
he has done nothing legally wrong, if—because the two commodi- 
ties are obviously not alike—he has not the means to achieve his 
purpose.*® 

The 1898 case of Kann v. Diamond Steel Co.” is cited as authority. 
However, it is an understatement to say that the law of unfair compe- 
tition has progressed considerably since that date. The courts have 
of late years repeatedly cited and/or applied ** the principle stated 
by Judge L. Hand in L. E. Waterman Co. v. Gordon that 

Certainly when the infringement is so wanton, there is no rea- 


son to look nicely at the plaintiff’s proof in this regard. [With 
reference to confusion.] ** 


The irreconciliability which Judge Frank finds between the Vogue 
Co. v. Vogue Hat Co.® case and the instant case seems easily an- 
swered by the fact that the court in the Vogue case expressly nega- 
tived the existence of a secondary meaning ® while Judge Frank 
himself admits a secondary meaning in the instant case.®* It is diffi- 
cult to understand how the law of the two cases can be seriously said 


to be in conflict when one of the controlling facts is different in the 
respective cases. 


Objections to Extension of Protection on Grounds of Monopoly 
(a) The Concept of Monopoly 


Coming now to the basic policy objection of the dissent, Judge 
Frank said, 


Indeed, a “free ride” without more, is in line with the theory 
of competition. As Brandeis, J., said in Kellog Co. v. National 
Biscuit Co. .. . “Sharing in the goodwill of an article unpro- 
tected by patent or trade-mark is the exercise of a right possessed 
by all and in the free exercise of which the consuming public is 
deeply interested.” [Emphasis added.] * 


56 Supra + 15 at p. 978. 

57 89 Fed. 706 (C. é “A. 8th, 1898). 

58 Hanson v. Triangle Publications, supra note 37; Great Atlantic & Pacific 
Tea Co. v. A. & P. Radio Stores, 20 F. Supp. 703 (E. D. Pa., 1937); Alfred 
Dunhill Shirt Shop, Inc., supra note 28. 

5972 F. (2d) 272 (C. C. A. 2d, 1934). 

606 F. (2d) 875 (C. C. A. 6th, 1925). Judge Frank said that relief was 
denied in the Vogue case “. . . on reasoning fundamentally at variance with 
my colleagues’” reasoning in the instant case. 

81 Jd. at p. 876. 

62 Supra note 15 at p. 975. 

63 305 U. S. 111, 122, 59 Sup. Ct. 109, 115, 83 L. ed. 73 (1938). 

& Supra note 15 at p. 978. 
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A careful reading of the opinion of Mr. Justice Brandeis will show 
that the cited case did not pass upon nor was it even concerned with 
the “free ride” doctrine as applied to the use of another’s trade-mark 
on unrelated goods. In that case the product name, “Shredded 
Wheat,” was held to have become generic. The only way that de- 
fendant could compete with plaintiff was to manufacture the article 
and call it by its name. That is why Justice Brandeis said, 


There is no basis here for applying the doctrine of secondary 
meaning . . . [for] to establish a trade name in the term 
“shredded wheat” the plaintiff must show more than a subordi- 
nate meaning which applies to it. It must show that the pri- 
mary significance of the term in the minds of the consuming 
public is not the product but the producer.** 


Justice Brandeis was talking about “good will of an article,” not 
about trade-mark goodwill and viewed in such a light it is obvious 
that to allow plaintiff a monopoly on the good will of an article would 
have stifled all competition with regard to it except in so far as substi- 
tutes could compete but the protection of a trade-mark in no wise 
curtails another from marketing the identical goods in competition 
with plaintiff so long as he distinguishes his goods to prevent confu- 
sion of source. It follows that, even assuming that a “free ride” 
is in line with the theory of competition, the opinion of Justice 
Brandeis can not be cited therefor. 

Approached from a different angle, is the acceptance of the “free 
ride” theory opposed to the theory of competition? It has been said, 


In both “monopolies” [patents and trade-marks] the competi- 
tive principle of priority determines ownership. Therefore, it 
is correct to say “that the property right in a trade mark is of 
the same quality as a copyright or the right to a patent, and that 
the remedies available to the owner of any of these rights are in 
the absence of statutory regulation, analogous.” * 


Zlinkoff has 


. . . suggested that decisional trends have not been influenced 
by writers like Callmann because, in their advocacy of greater 
recognition of exclusive rights in marks and business methods, 
they have overlooked the interests of the public, and the view 
that free competition best advances those interests.** 


First of all the Zlinkoff view erroneously assumes that competition 
will not be free if greater protection is given. Differentiation is the 


65 Supra note 63 at p. 118. 

66 Callmann, UNFAIR COMPETITION AND TRADE-MarkKs (1945) p. 832 quoting 
A. acum & Son v. Philip Singer & Brother, 119 N. J. Eq. 52, 180 Atl. 674 
(1935). 

67 (1944) 53 Yap L. J. 514, 529. 
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law of life. In the field of free competition it is the aim of every pro- 
ducer to differentiate his goods; indeed, competition cannot function 
without it. The achievement of it is the fruit of a free economy. The 
test question should be: Does a competitor or noncompetitor have 
access to the market without riding on the good will of another? Of 
course the exclusive right of use by the originator (without a patent) 
of a name must give way to a competitor if that is the only way in 
which the competitor can get into the market, or adequately describe 
his goods.** Protection may also be denied if the trade-mark is used 
for illegal purposes or abused. Secondly, what are the interests of 
the public to be served about which Zlinkoff speaks? Shall we sacri- 
fice the interest of the public in the maintenance of the integrity of 
the free enterprise system which secures for the individual the fruits 
of his endeavor, or the public interest in fair dealing, for the rela- 
tively small interest in the consumer pocket book? If so, the pro- 
tection of the consumer today may forge the legal doctrine which 
cuts him down tomorrow as an entrepreneur himself. The criticism 
has been answered in another way by Callmann himself: 


Trade-marks are basically symbols of reputation. But they 
are more. As devices of modern advertising they are also the 
symbols of an economic system. The destruction of such a sym- 
bol is always relatively easy. Because they are so readily de- 
structable our courts should be alert to protect them; for their 
destruction also spells the destruction of the economic system 
they symbolize and represent. When a thing becomes a symbol 
it is because the community, the public itself, is ready to recog- 
nize and accept it as such; the public therefore gives the mark 
its meaning as a mark even though it first originated with an 
individual. By destroying the symbol and public confidence in 
it the public is betrayed and not protected.® 


The paradox of the free enterprise system is that it tends to self 
destruction. Consequently many regulatory statutes curb absolute 
freedom. Honesty, fair dealing, and certain market practices are reg- 
ulated by law. It is undoubtedly true that many courts have given 
plaintiffs protection in the so-called monopoly of their trade-name 
because of a moral and ethical repulsion to the acts of the defendant, 
without a close analysis of the harm to the plaintiff or considering 
that the consumer could get his tube of tooth paste two cents cheaper 
if the court allowed “jungle” competition, but it is submitted that 
such protection is really an aid in the preservation of our system irre- 
spective of some petty commercial poacher, no matter what his intent. 


68 Kellog Co. v. National Biscuit Co., cit. supra note 63; Dupont Cellophane 
Co., Inc. v. Waxed Products Co., 85 F. (2d) 75 (C. C. A. 2d 1936). 

6° Callmann, The “Sunkist” Decision—Trade-Marks at the Crossroads (1948) 
38 TrRaDE-Mark Reporter 304, 308. 
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To think otherwise is to lose sight of the basic principle that a man 
is entitled to the fruits of his lawful labor up to the point where he 
deprives another of the same opportunity. If there is no commercial 
necessity for a newcomer to partake of the fruits of another in order 
to have that guaranteed opportunity, then he should not be allowed 
to do so.*° Freedom of competition does not require it, while on the 
other hand, principles of free enterprise demand the protection of the 
fruits thereof. 


(b) Public Policy 


Doubts as to the advisability of a public policy which fosters and 
protects “a vested interest in a demand ‘spuriously’ stimulated 
through the art of reiterated suggestion” may be answered as fol- 
lows: First, the Trade Mark Act of 1946 furnishes a public policy 
basis for cases involving unfair competition. Under Section 5 (b) 
of The Trade Mark Act of 1905” the only way a secondary-meaning 
mark as distinguished from a technical trade-mark could command 
protection via statutory registration was by a showing of “actual and 
exclusive use as a trade-mark .. . for ten years next preceding Febru- 
ary 20th, 1905” [Emphasis added]. Section 2 (f) of the Trade Mark 
Act of 1946 ** provides that a descriptive mark “which has become 
distinctive of the applicant’s goods in commerce” may be registered 
on the principal register and further that “The Commissioner may 
accept as prima facie evidence that the mark has become distinctive 

. proof of substantially exclusive and continuous use thereof as a 
mark by the applicant in Commerce for the five years next preceding 
the date of filing... .” [Emphasis added]. Furthermore, the restric- 
tive phrases “appropriated to merchandise of the same descriptive 
properties,” ™* and “affixed to merchandise of substantially the same 
descriptive properties,” ** have been omitted. In their place the New 
Act expresses a broader concept of confusion. Section 2 (d) bars 






70 Judge Clark dissenting in Best & Co. v. Miller, 167 F. (2d) 374, 378 
(C. C. A. 2d, 1948) referring to the Trade Mark Act of 1946 said, “And it 
is a more recent and immediately direct expression of legislative concern for 
this species of property than we have had as to patents to which analogy is 
sometimes asserted. Moreover, it seems obvious that in the case of a trade- 
name there is nothing like the same opportunity for burdensome monoply and 
restriction on scientific advances which experience has shown to exist in the 
grant of the patent. The resources of the English language are such that a 
defendant may be required without undue hardship to choose his own formula 
or slogan to exploit without riding upon the successful advertising of another. 
Hence, however allergic we may be personally to the flamboyance of American 
advertising, I can see no escape from our duty to carry out the legislative 
intent.” 

71 Supra note 

72 33 Stat. 8 1908), 15 U. S. C. Sec. 85 (1946). 
78 Cit. supra ae 52. 

74 Supra note 

18 33 Stat. 8 71905), 15 U. S. C. Sec. 96 (1946). 
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registration if the mark is likely ““When applied to the goods of the 
applicant, to cause confusion or mistake or to deceive purchasers.””® 
Section 32(1) provides a remedy if defendant’s use of a mark “‘is 
likely to cause confusion or mistake or to deceive purchasers as to the 
source of origin of such goods or services... .””*7 The New Act 
has, therefore, both facilitated the acquisition of a mark and has ex- 
tended added protection to it once it has been acquired. 

Secondly, an example of state legislation recognizing the absolute 
protection of trade-marks and trade-names is found in a recent Mas- 
sachusetts statute ** which provides that: 


Likelihood of injury to business reputation or of dilution of 
the distinctive quality of a trade name or trade mark shall be a 
ground for injunctive relief in cases or trade mark infringement 
or unfair competition notwithstanding the absence of competi- 
tion between the parties or of confusion as to the source of goods 
or services. 


It is significant to note that this statute declares a public policy at 
variance with that previously applied by the Massachusetts courts,”® 
and that it was the Massachusetts District Court speaking through 
Judge Wyzanski which first referred to the “free-ride” theory as 
“now discredited.” *° The important point is that one state legis- 


lature has not been persuaded by the arguments that the protection 
of “a vested interest in a demand ‘spuriously’ stimulated through the 
art of reiterated suggestion” *t would be contrary to public policy 
but has, instead, accepted the very antithesis in extending complete 
relief to the trade-mark or trade-name as an advertising medium. 
Thirdly, Judge Frank has proposed that it should be the burden of 
a plaintiff seeking relief to prove that the product which defendant is 
marketing under plaintiff’s trade-name is so inferior to the quality 
of plaintiff’s product that an association of the trade-name with de- 
fendant’s inferior merchandise is likely to impair plaintiff’s good 
will.8? It is submitted that this proposal is unsound. The court is 
not equipped to determine relative quality of merchandise nor is it 
the function of the court to set standards of quality and give license 
to a defendant to appropriate the good will of another if he can meet 
those standards. Furthermore, even if it were practicable to do so, 


76 Supra note 52. 

17 Ibid. 

78 Mass. Laws 1947, ch. 307. 
1948)" Fair Stores Inc., v. Food Fair Inc., 79 U. S. P. Q. 114 (D. Mass. 

80 National Fruit Product Co. v. Dwinell-Wright Co., 47 F. Supp. 499, 508 
(D. Mass. 1942). 

81 Supra note 23. 

82 Supra note 15 at p. 981. 


9 
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the standard of defendant’s product may change subsequently and 
so there is an eternal burden on a plaintiff to keep a close check on 
the quality of defendant’s goods. It is hard to conceive of a legal 
doctrine which allows perpetual appropriation of a property right on 
no other basis save that the appropriator maintain a certain standard 
of use. The advocacy of such a proposition based on the policy of 
protection of the consumer is unwarranted. Admittedly, the inter- 
ests of the consumer should be considered in the formulation of any 
policy with reference to trade-name protection—and this has been 
done. The Federal Trade Commission has been created by Congress 
and charged with the duty of protecting the public from deceptive 
advertising.** It is a body of experts peculiarly qualified to effectu- 
ate the Congressional policy. It is submitted that it is outside the 
function of the court in a case like this to raise that collateral issue 
as a barrier to trade-name protection. 

Fourthly, the Supreme Court has clearly recognized the advertis- 
ing function of trade-names and trade-marks. In Mishawaka 
Mfg. Co. v. Kresge Co.,** Mr. Justice Frankfurter said, 


The protection of trade-marks is the law’s recognition of the 
psychological function of symbols. If it is true that we live by 
symbols, it is no less true that we purchase goods by them. A 
trade-mark is a merchandising short-cut which induces a pur- 
chaser to select what he wants, or what he has been led to be- 
lieve he wants. The owner of a mark exploits this human pro- 
pensity by making every effort to impregnate the atmosphere of 
the market with the drawing power of a congenial symbol. 
Whatever the means the aim is the same—to convey through 
the mark in the minds of potential customers, the desirability of 
the commodity upon which it appears. Once this is attained, the 
trade-mark owner has something of value. If another poaches 
upon the commercial magnetism of the symbol he has created, 
the owner can obtain redress. [Emphasis added.] * 


The emphasized clause above is a clear recognition that the mark 
is protectable as an advertising medium and not merely as a designa- 
tion of source. Thus, Congress, the Supreme Court, and the people 
have accepted the fait accompli of a social economy embracing as a 
component part high-powered advertising through trade-marks and 
trade-names. In the face of such widespread acceptance it seems 
late in the day for any court to raise as a sword any supposed or real 
economic detriment to the consumer to destroy a business practice; 


83 38 Stat. 719 (1914) as amended by 43 Strat. 939 (1925), 52 Srar. 111 
(1938), and 52 Start. 1028 (1938) 15 U. S. C. Sec. 45 (1946); 40 Srar. 516 
(1918), 15 U. S. C. 68 et seq. (1946); 60 Srart. 427 (1946), 15 U. S. C. 1051 
et seq. (1946). 

84 Supra note 45. 

85 Jd. at p. 205. 
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indeed, a part of American business itself, created and universally 
accepted by the people—at least it is for the legislature to strike it 
down. 

Conclusion 


A favorite manner of discrediting a concept is to look around and 
find an odious label and then wrap the concept up in the label so 
well that it can never be seen or exposed to the light of analysis. 
The approach seems to be—‘It is a monopoly. Don’t pry into it. 
It is bad per se!” To start with a basic postulate that a trade-name 
is a monopoly and since monopolies are inimical to the common law, 
that protection will be niggardly, is unsound. A man has a mo- 
nopoly in his given name, in his peculiar talents, or because he owns 
a corner store, but in protectirfg these rights we start out with no such 
bias. Because a man is fortunate enough to have inherited a family 
name, for example, which connotes ability, honesty, and prestige and 
the very sound of which gives him an edge over a business rival we 
do not say that the essence of competition will allow the rival to 
adopt that name for a “free ride” on its prestige—nor do we do away 
with all corner stores because they have a monopoly on a commer- 
cially valuable location. The lawyer-like approach is to tear off the 
label and examine the facts free from its odious connotation. Such 
an approach will lead to an inquiry as to whether, on the facts, the 
defendant will be unduly prejudiced if he is not allowed to use plain- 
tiff’s mark. Is his opportunity to compete stifled? Balanced against 
this is the fundamental concept of our economy to secure for a man 
that which he lawfully creates and not to reduce all competition to a 
water level of standardization of all competitive factors and advan- 
tages. It is thought that this is the only sound approach. Indulgence 
in the use of terms, such as monopoly, which give an inexact color 
to the issue only serve to cloud it. 

The prohibition against a “free ride” is a judge divined theory, 
aimed at and designed to give relief against an ever-increasing array 
of competing parasites who stand by until the harvest of business 
acumen is about to be reaped and then step in to appropriate a part 
of it. Against new and novel devices of unfair competition this pro- 
hibition is a shield to the plaintiff and a persuader for a high moral 
standard in a free competitive system. Since the theory was given 
dife by the judges it may likewise be repudiated by the judges. That 
it has been repudiated by some is eloquently illustrated by the dissent 
in the instant case—that it has universally been repudiated is contra- 
dicted by the cases. 

Harotp F. Baker. 
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FEDERAL COMMUNICATIONS COMMISSION—NEWSPAPER CONTROL 
OF RapIo BROADCASTING STATIONS—CONSTRUCTION PERMIT DENIED 
TO OWNERS OF ONLY NEWSPAPER IN COMMUNITY WHERE RECORD 
SHOWED THaT GRANTING OF LICENSE WouLD Suppress CoMPETI- 
TION IN THE DISSEMINATION OF News.—Application for AM and 
FM construction permits was made by the Mansfield Journal Co., 
Mansfield, Ohio, which publishes the only newspaper in its com- 
munity. Uncontroverted evidence indicated that the applicant’s finan- 
cial and social standing in the community, and the technical resources 
at its disposal, were adequate to meet the usual requirements of a 
broadcast licensee. 

Testimony was offered to show that the applicant’s newspaper had 
consistently fought the city’s only radio station (WMAN) by at- 
tempting to obtain exclusive advertising contracts with the local 
merchants, by refusing to carry the station’s program log, by refusing 
advertising from the station or from merchants desiring to mention 
the station in their advertising, and by not running any news stories 
relating to the station or its personnel unless they were unfavorable. 
There was a conflict of evidence as to what extent the newspaper re- 
fused to advertise for those merchants who were also advertising 
through WMAN. Held, that if the Mansfield Journal Co. were to 
acquire control of the broadcast facilities in addition to the only 
newspaper in the community, competition in the dissemination of 
news and information would be suppressed and that pressure would 
be exerted on advertisers who require the use of the only daily news- 
paper to enter into exclusive advertising contracts, that this would 
be inconsistent with the public interest and that therefore the appli- 
cation should be denied. Jn re Application of Fostoria Broadcasting 
Co., F. C. C., Docket No. 7417 (July 15, 1948). 

This case presents the interesting situation of the Commission deny- 
ing an application for a broadcasting license primarily because of con- 
duct which has been uniformly upheld as legal by the courts. The 
Commission disapproved the applicant’s refusal to print advertising 
for station WMAN or for merchants who failed to conform to the 
applicant’s anti-WMAN policies. Judicial opinion is almost unani- 
mous that a newspaper is not so clothed with public interest that it is 
required to be non-discriminatory in its sale of advertising. In re 
W ohl, 50 F. (2d) 254, (E. D. Mich. 1931) ; Schuck v. Carroll Daily 
Herald, 215 lowa 1276, 247 N. W. 813, 87 A. L. R. 975 (1933) ; 
Friedenberg v. Times Pub. Co., 170 La. 3, 127 So. 345 (1930) ; 
Chronicle and Gazette Pub. Co. v. Attorney General, 48 Atl. (2d) 
478 (1946). In all of the above decisions the contra ruling of Uhlman 
v. Sherman, 22 Ohio N. P. N. S., 31 Ohio Dec. N. P. 54 (1919) 
was recognized but rejected. 

The courts have gone so far as to agree that newspapers are not 
even obliged to print official county proceedings. Lake County v. Lake 
County Pub. and Printing Co., 280 Ill. 243, 117 N. E. 452 (1917) 
(delinquent tax lists) ; Belleville Advocate Printing Co. v. St. Clair 
County, 336 Ill. 359, 168 N. E. 312 (1929) (official proceedings) ; 
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Mack v. Costello, 32 S. D. 511, 143 N. W. 940, Ann. Cas. 1916-A, 
384 (1913). The town’s sole newspaper couldn’t be compelled, even 
by mandamus, to print a notice which was a statutory prerequisite to 
the assumption of jurisdiction by the town board of trustees. 

The Federal Radio Commission, predecessor to the Federal Com- 
munications Commission which was established by the Communica- 
tions Act of 1934, was upheld when it used “past conduct” of the 
applicant as a basis for denying a broadcast license, even where this 
conduct was not illegal. Trinity Methodist Church v. FR. C., 61 App. 
D. C. 311, 62 F. (2d) 850 (1932) ; KFKB Broadcasting Ass. v. F. R. 
C., 60 App. D. C. 79, 47 F. (2d) 670 (1931). For a recent case where 
proposed future conduct was fatal, see Simmons v. F. C. C., — App. 
D. C. —, 169 F. (2d) 670 (1948). Since legality and the public 
interest are not always coextensive, the above rulings appear correct, 
particularly in view of the fact that both the F. R. C. and the F. C. C. 
have been empowered to consider what the “public convenience, in- 
terest, or necessity requires” in granting radio broadcasting privileges. 
The Communications Act of 1934, 48 Stat. 1082 (1934), 47 U. S.C. 
§ 303 (1946). 

In the instant case, the coercive nature of the applicant’s prior con- 
duct did not present a new problem to the Commission. Almost from 
its inception, the Commission has been concerned with the dangers 
arising when all the news outlets of a locality come, or threaten to 
fall, into the hands of one individual or organization. The Commis- 
sion’s early decisions do not show a consistent policy toward news- 
paper ownership of broadcasting facilities, but rather an awareness 
of the problem and an accompanying uncertainty as to what should 
be done about it. Jn re So. Bend Tribune, 6 F. C. C. 783, 790 (1939), 
8 F. C. C. 387, 388 (1941); In re Harmon LeRoy Stevens and In re 
Wm. Ottaway, 3F.c. c 177, 180, 182 (1938); In re Times Pub. 
Co., 4 F. C. C. 400 (1937) ; In re Dorrance D. Roderick, 3 F. C. C. 
616, 623 (1937) (license granted notwithstanding the fact the news- 
paper applicant refused to list the programs of the community’s then 
existing radio station); In re United States Broadcasting Corp., 
2 F. C. C. 208, 240 (1935). The Commission’s concern about the 
concentration of the nation’s news disseminating agencies appears to 
have foundation in fact. In 1947, the number of daily newspapers 
in this country had dropped from the 1909 peak of 2,600 to 1,750; 
a decrease by one-third. And according to a 1945 report approx- 
imately one out of every twelve cities, where there was a daily news- 
paper, had no competing daily. Note (1948) 36 Gro. L. J. 66, 69. 
The seriousness of the problem becomes more apparent when the 
above facts are considered in conjunction with the 1940 report of the 
Commission which showed that 42% of all broadcast time, and 45.8% 
of total broadcast service income, was accounted for by newspaper- 
owned or newspaper-affiliated stations. Note (1942) 27 Corn. L. Q. 
249, 263. 

Soon after its 1940 report, supra, which showed the concentration 
of radio stations in the hands of newspapers, the Commission estab- 
lished a procedure and criteria whereby evidence should be taken to 
determine “what rules, if any, . . . should be issued concerning future 
acquisition of standard broadcast stations by newspapers.” F. C. C., 
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Order No. 79-A (July 1, 1941). See also, F. C. C., Order No. 79 
(Mar. 21, 1941) and Public Notice, Mimeo. No. 51684 (July 1, 
1941). Under this procedure, evidence was to be taken to determine 
whether “joint association of newspapers and broadcast stations” tends 
or may tend to ‘ ‘prejudice the free and fair presentation of public 
issues and information,” to “limit the sources of news to the public,” 
to * ‘increase or decrease concentration of control over broadcast facil- 
ities,” etc. Order No. 79-A, supra. 

After two and one-half years of investigating under Orders 79 and 
79-A, supra, the Commission dismissed the procedure instituted under 
those orders and concluded, due to “the grave legal and policy ques- 
tions involved, not to adopt any general rule with respect to news- 
paper ownership of radio stations. . .. The Commission does not feel 
that it should deny a license merely because the applicant is engaged 
or interested in a particular type of business. . . . However, it does 
not intend ... to permit concentration of control in the hands of the 
few to the exclusion of the many... .” (emphasis added) F. C. C., 
Public Notice, Mimeo. No. 72933 (Jan. 13, 1944). 

The Commission’s decisions, since the above public notice, have 
been remarkably consistent with the views expressed in that notice. 
In In re Sandusky Broadcasting Co., F. C. C. (July 11, 1947); 
In re Observer Radio Co., F. C. C. (June 19, 1946); and In re 
Southern Tier Radio Service, F. C. C. (Mar. 20, 1946), the Com- 
mission showed that it preferred the applicant who has no connections 
with any news services to one whose stock is controlled by newspaper 
interests. But if, considering the fact that an applicant is controlled 
by a newspaper, it still appeared to the Commission that public interest 
would be best served by granting a license to that applicant, the news- 
paper-applicant has prevailed. Jn re Midland Broadcasting Co., 
F. C. C. (Jan. 26, 1948); In re Providence Journal Co., F. C. C. 
(Oct. 15, 1947) (license granted despite protests that a news mon- 
opoly would result); Jn re Hanford Pub. Co., F. C. C. (June 28, 
1947); In re Capitol Broadcasting Co., F. C. C. (Jan. 6, 1947) ; 
In re Orlando Daily Newspapers, F. C. C. (Dec. 6, 1946). 

In the principal case, the Mansfield Journal Co. was not only the 
city’s sole newspaper, but it clearly had made efforts to stifle the com- 
munity’s only other local source of news. It would seem, then, that 
the Commission’s decision to prefer the non-newspaper applicant 
(Fostoria Broadcasting Co.) and to deny the application of the Mans- 
field Journal Co. is in complete harmony with its established policy of 
diversifying the sources of mass communication. . z <. 


Lasor—SEcONDARY BoycoTtT—SeEcTION 8-B-4-a oF Tart-Harrt- 
LEY Act—Doinc Bustness—CONSTITUTIONALITY.—Where a un- 
ion’s members engaged in work stoppages in warehouses of inde- 
pendent liquor distributors handling products of a particular manu- 
facturer in order to induce it to agree to contract terms which an 
affiliated union sought with manufacturer’s subsidiary, Held, that 
the union engaged in an unfair labor practice under Sec. 8-b-4-A of 
the Labor-Management Relations Act. Jn the Matter of Wine, 
Liquor & Distillery Workers Union, Local No. 1, N. L. R. B. No. 
2-CC-23-4 (July, 1948). 
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Section 8-b-4-A is intended to be a broad prohibition against the 
secondary boycott. Congress meant to afford the employer a remedy 
when he is a third party and “wholly unconcerned” in a labor dis- 
agreement. 93 Cong. Rec. April 29, 1947, at 4323. The most cer- 
tain effect of the pertinent Section seems to be that secondary boy- 
cotts are outlawed where secondary strikes are used, or attempted to 
be used, to effectuate them, without regard to means but only to 
result. Teller, LAsor DispuTES AND COLLECTIVE BARGAINING, 1948 
Supp., § 398.90. And the Section would also seem to make any 
activity against one other than the primary employer a violation if 
the purpose or effect is to induce work cessation. Sperry v. Brother- 
hood of Carpenters & Joiners, 14 C. C. H. Lab. Cas. 72,545 (1948). 

The parts of the Section involved in the instant case are as follows: 
“Section 8... (b) It shall be an unfair labor practice for a labor 
organization or its agents . . ..(4) to engage in, or induce or encour- 
age the employees of any employer to engage in, a strike or a con- 
certed refusal in the course of their employment to use, manufacture, 
process, transport, or otherwise handle or work on any goods, arti- 
cles, materials, or commodities or to perform any services, where an 
object thereof is: (A) forcing or requiring . . . any employer or 
other person to cease using, selling, handling, transporting, otherwise 
dealing in the products of any other producer, processor, or manu- 
facturer, or to cease doing business with any other person.” 61 
Stat. 140. 

The term “secondary boycott” covers many types of activity having 
various legal consequences. Note (1947) 15 Gro. Wasn. L. Rev. 
327. It has been distinguished from the primary boycott which is 
protected within limits of free speech by § 8 (c) and within the lim- 
its of the right to strike by § 13 of the Act. Before the Taft-Hartley 
Act, the majority of decisions on the secondary strike against custom- 
ers, an aspect of secondary boycott, have held it unlawful. For cases, 
see Note Geo. Wasu. L. REv., supra, at p. 335. While the second- 
ary boycott once included, under a broad conspiracy doctrine, all 
those attempts to enlist the aid of a third person, it was later thought 
that it must involve “. . . coercive pressure, actual or prospective, in 
order to cause (third persons) to withdraw or withhold patronage . . . 
through fear of loss or damage to themselves should they deal with 
(primary employer).” Duplex Printing Co. v. Deering, 254 U. S. 
443, 446, 41 Sup. Ct. 177, 65 L. ed. 349, 16 A. L. R. 196 (1921). 
Under Section 8-b-4-A it is believed that the activity must have a 
greater effect than a diminution of patronage. See Sperry v. Denver 
Building & Construction Trades Council, 14 C. C. H. Lab. Cas. 
73,161, 73,164 (1948) semble. And the question of whether the em- 
ployer is a party to the dispute is frequently begged by stating that a 
secondary boycott is “. . . the boycott of a person not involved in the 
primary dispute.” Vol. 1, Teller, LABor DisPUTES AND COLLECTIVE 
BARGAINING, § 145. 

The factual pattern of the instant case required the determination 
of whether the employer was involved in the primary dispute, was 
an ally, as asserted by the Respondent union, or was a neutral. This 
was necessary to establish whether the distributors were “doing busi- 
ness with” the manufacturer within the meaning of Section 8-b-4-A. 
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The board found that all the distributors were neutral, having the 
same status whether they were handling Schenley products almost 
exclusively so that “a refusal to handle those products was tantamount 
to a refusal to handle any products” or whether they were handling 
substantial quantities of products of other firms. And it was careful 
to distinguish the fact situation of Douds v. Metropolitan Federation 
of Architects, 75 F. Supp. 672 (S. D. N. Y. 1948), where, among 
the employees of a sub-contractor who had absorbed much of the 
work of a struck architectural firm, there was a strike induced by 
the strikers of the primary employer. It was found that the work of 
the employees of the sub-contractor was done under the direction of 
the architectural firm, although the employees remained those of the 
sub-contractor and were paid by him and that the sub-contractor had 
made himself a party to the contest as an “ally.” The court there 
pointed out that the union as not extending its fight to a remote 
front and that it was within the rule of the Ritter and Wohl cases. 
Carpenters & Joiners Union v. Ritter’s Cafe, 315 U. S. 722, 62 Sup. 
Ct. 807, 86 L. ed. 1143 (1942) (injunction granted where the business 
picketed had no connection industrially with the dispute) ; and Bak- 
ery & Pastry Drivers v. Wohl, 315 U. S. 769, 62 Sup. Ct. 816, 89 
L. ed. 1178 (1942) (no injunction granted where a union agent 
threatened a customer of a bakery driver with a picket if he continued 
to do business with the driver). 

The wording of the Statute seems to preclude the involvement of 
a third party employer in the primary dispute unless there is a finan- 
cial or corporate relationship. The instant case stands for this inter- 
pretation. However, the Douds case, supra, provides an exception 
for a special business relation. The instant case limits the Douds 
case to its peculiar facts and points to the buyer-seller relationship in 
the present situation. However, it would seem questionable in eco- 
nomic reality whether the three distributors who handled Schenley 
products almost exclusively were “doing business with” Schenley in 
a manner which made them any more “wholly unconcerned” in the 
dispute than were the sub-contractors in the Douds case. By this 
interpretation the Act does not seem to allow the use of the “sub- 
stantial interest” test. RESTATEMENT, Torts, § 803. And although 
the term “doing business” has been refined by construction in other 
fields, especially taxation and corporations, see 40 A. L. R. 1451, it 
has been thought pointless to explore this art. Douds v. Metropoli- 
tan Federation of Architects, supra, at p. 675. 

In the first test of constitutionality of § 8-b-4-A, the District Court 
in California determined that the Section kept within the permissive 
restriction on free speech and assembly. LeBaron v. Printing Spe- 
cialties & Paper Converters Union, 75 F. Supp. 678 (S. D. Cal. 
1948). The opinion also considered the challenge that the Section is 
too vague or indefinite, and held that the Section will stand even 
though measured by criminal standards. Jd. at p. 680. However, a 
decision on a California Act, infra, (which declared the secondary 
boycott unlawful) may indicate the grounds of future challenges. Ex 
Parte Blaney, 30 Cal. (2d) 643, 184 P. (2nd) 892, (1947). The 
Statute’s definition of the secondary boycott included “. . . any com- 
bination or agreement to cease performing . . . or cause any loss or 
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injury to such employer . . . for the purpose of inducing such em- 
ployer to refrain from doing business with, or handling products of 
any other employer because of a dispute between the latter and his 
employees . . . or because of an agreement between the latter and his 
employees.” California Labor Code, (1941) § 1134 (b), ch. 623. 
This Act was held to be unconstitutional because inter alia it was a 
violation of the right of free speech. Accord, Thornhill v. Alabama, 
310 U. S. 88, 60 Sup. Ct. 736, 84 L. ed. 1093 (1940). 

The California Act, supra, may be distinguished from its counter- 
part in the federal statute in that the latter prosecribes a more limited 
form of activity while the California law made enjoinable the mere 
combination or agreement. It is less clear, however, as to whether 
the two statutes can be compared in their vagueness in distinguish- 
ing the primary and secondary dispute. The decision in the Cali- 
fornia case rested in part upori the finding that the two kinds of boy- 
cotts, with their vastly different legal significance, had not been suffi- 
ciently segregated or classified: “The Legislature manifestly sought 
to prohibit every form of boycott including some kinds which are 
occasionally characterized as primary.” Ex Parte Blaney, supra, 
at p. 902. 

If the instant case and Douds case are both correct upon the Stat- 
ute, and it is submitted that they are, there may also be a valid chal- 
lenge on the grounds of the Fifth Amendment. For, while it is clear 
that the right to strike is not an absolute right under the Constitution, 
see Truax v. Corrigan, 257 U. S. 312, 363, 42 Sup. Ct. 124, 66 L. ed. 
254 (1921), Note (1923) 27 A. L. R. 411, and in certain circum- 
stances is denied in the public interest, Carpenter's Union v. Ritter’s 
Cafe, supra; Dorchy v. Kansas, 272 U. S. 306, 47 Sup. Ct. 86, 71 L. 
ed. 248 (1926); the due process requirement of the Fifth Amend- 
ment imposes the necessity of a standard of legal obligation. Schech- 
ter v. United States, 295 U. S. 495, 55 Sup. Ct. 837, 79 L. ed. 1570 
(1935). V.G.M. 


NATIONAL LABOR RELATIONS AcT—UNFair LaBor PRACTICES— 
Union RESPoNsIBILITY.—During a strike union members engaged 
in conduct alleged to be unlawful under Section 8 (b) (1) (A) and 
Sections 2 (6) and (7) of the National Labor Relations Act, as 
amended, (Public L. 101, 80th Congress, Chapter 120, 1st Session, 
commonly called the Taft-Hartley Act). Held, that certain of the 
activities complained of were coercive and designed to prevent non- 
strikers from entering company premises, and that the International 
Union, as well as the Local whose officers participated in the strike, 
is responsible for such acts. Jn the Matter of International Long- 
shoremen’s and Warehousemen’s Union and Sunset Line and Twine 
Co., N. L. R. B., Case No. 20-CB-1, decided October 22, 1948. 

In holding both the International and Local unions responsible for 
the unlawful acts of the strikers, the board based its conclusions upon 
the “common law principles of agency,” which since the passage of 
the Norris LaGuardia Act, 47 Stat. 70 (1933), 29 U. S. C. 101 
et seq. (1946) have been displaced by the statutory law of agency 
peculiar to the field of Labor Relations. See: United Brotherhood 
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of Carpenters v. United States, 330 U. S. 395, 413, 67 Sup. Ct. 775, 
91 L. ed. 973 (1947). In the instant case it was said that in deter- 
mining whether or not the evidence affords a basis for holding the 
unions responsible for the acts in question, the board had a clear man- 
date to apply “the ordinary law of agency,” as explained by Senator 
Taft, co-author of the Act, in the legislative history. Said Senator 
Taft in part, “. . . union business agents or stewards, acting in their 
capacity of union officers, may make their union guilty of an unfair 
labor practice when they engage in conduct made an unfair labor 
practice by the bill, even though no formal action has been taken by 
the union to authorize or approve such conduct.” 93 Daily Cong. 
Rec. 7001. From this decision it is now clear that the board will 
hold labor organizations responsible for the conduct of their agents 
under Section 8 (b) of the Act; for this purpose labor organizations 
are to be treated as legal entities like corporations. Secs. 2 (1) and 
2 (13) of the Act. The board has had occasion repeatedly under the 
Wagner Act, 49 Start. 449 (1935), 29 U. S. C. 151 (1946), to find 
corporate employers responsible for the acts of their representatives. 
But the circumstances in Section 8 (b) cases are a novel study in 
the administration of the 1947 Act. Because this was a case of first 
impression in that respect, the board set forth the fundamental rules 
of the law of agency which it believed must control in deciding the 
issue of responsibility. Basically, the board said that the burden of 
proof is on the party asserting the agency relationship, both as to the 
existence of the relationship and as to the nature and extent of the 
agent’s authority; that the principal’s consent, authorization, or rati- 
fication may be manifested by conduct, sometimes even passive acqui- 
escence, as well as by words; that a principal may be responsible for 
the acts of his agent within the scope of the agent’s general authority 
if he is a “servant,” even though the principal has specifically for- 
bidden the act in question. (Citations omitted.) 

Section 2 (13) of the 1947 Act provides, “In determining whether 
any person is acting as an agent of another person so as to make 
such other person responsible . . ., the question of whether the specific 
acts performed were actually authorized or subsequently ratified shall 
not be controlling.” This section of the Act, together with the legis- 
lative history, the board said, was designed to restore the common 
law rules of agency in cases arising under the Act and to avoid the 
construction which the Court gave to Section 6 of the Norris La- 
Guardia Act in United States Brotherhood of Carpenters v. United 
States, supra. 

Thus where the Local’s business agent had figured prominently in 
the activities found to constitute unfair labor practices, the board 
decided that the Local was responsible for those acts which were 
performed in furtherance of the same purposes and were of the same 
general character as, or incidental to, say, the lawful strike and picket- 
ing, and substantially within the area of the labor dispute in space 
and time. RESTATEMENT OF AGENCY, (1933) Secs. 3 and 34-36. 
There was no evidence in the record that the Local specifically author- 
ized or ratified the agent’s unlawful activities, but the absence of such 
proof was held immaterial so long as there was evidence that the 
agent was on those occasions acting within the scope of the general 
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authority which the board found he had been given, to direct the 
strike and picketing. (Sec. 2 (13) of the Act.) The mere fact that 
certain of the unlawful acts were found to have been carried on by 
those not a party to the labor dispute was found insufficient to nega- 
tive the evidence that the union’s agents were present at the time, 
and that at least one of them instigated acts of violence. See National 
Labor Relations Board v. J. G. Boswell Co. 35 N. L. R. B. 968, 983- 
986, aff'd. 136 F. (2d) 585 (C. C. A. 9th, (1943) ) ; National Labor 
Relations Board v. General Motors Corp., 14 N. L. R. B. 113, 135- 
137, enf'd. 116 F. (2d) 306, (C. C. A. 7th, (1940) ). 

The opinion of the majority of the board in placing responsibility 
for the activities of the strikers upon the International would appear 
to have the effect of nullifying, at least in its general application, the 
ruling of the United States Supreme Court in the Coronado cases, 
United Mine Workers of America v. Coronado Coal Company 259 
U. S. 344, 42 Sup. Ct. 570, 66 L. ed. 975 (1922), and Coronado Coal 
Company v. United Mine Workers of America, 268 U. S. 295, 45 
Sup. Ct. 551, 69 L. ed. 963 (1925), where it was held that affiliation, 
accompanied by strong evidence of cooperation in the strike would 
not suffice to prove the International’s responsibility in a case. The 
majority of the board, however, distinguished the Coronado cases on 
the ground that in the instant case there was established “a critical 
fact which was not present in the Coronado cases, namely, that the 
International was a co-sponsor of the strike in the course of which 
the lawless acts were committed.”” The dissenting opinion, concurred 
in by Chairman Herzog and Member Houston found that “clear 
proof of agency was lacking here,” and held more strictly to the view 
of the Coronado cases, supra. As the dissent pointed out, the Su- 
preme Court in those cases twice refused to find that the International 
union had by such acts made the lawless conduct of the strikers its 
own, even though in those two cases an officer of the International 
much more clearly not only refused to interfere with but affirmatively 
indicated its approval of a local’s strike that was marked by lawless 
conduct of the latter’s officials and members. This said the dissent 
in effect, could not adequately be distinguished from the circumstances 
in the instant case. 

Further the dissent thought that the board had improperly con- 
sidered the question of the International’s responsibility for the un- 
lawful acts, since the matter was raised directly for the first time in 
the board’s opinion and the decision was based on “uncertain” admis- 
sions contained in joint pleadings filed by the unions. Invoking the 
language of Section 10 (b) of the Act which calls for proceedings 
before the board to conform to the rules of Evidence prescribed in the 
Rules of Civil Procedure for the Federal District Courts the dissent 
stated that under these rules, ‘“‘a defendant may state as many defenses 
as he has regardless of consistency. ...” Rule 8 (e) (2). This 
rule embraces substantially the general practice under Code plead- 
ings, and statements contained in the pleadings are not available as 
admissions of the International’s co-sponsorship of the strike. See: 
Glenn v. Sumner, 132 U. S. 152, 10 Sup. Ct. 41, 33 L. ed 301 (1889) ; 
Fidelity and Deposit Co. v. Krout, 146 F. (2d) 531 (C. C. A. 2 
(1945) ; M. Snower and Co. v. United States, 140 F. (2d) 367 (C. 
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C. A. 7 (1944); Wicmore on Evipence, 3rd ed. (1940), Section 
1064. 


It is submitted that the net result of the board’s opinion in the 
instant case goes beyond the intent of Congress as set forth in the 
1947 Act, and in its legislative history, and will, in cases arising in 
the future, have a decidedly retrogressive effect calling into play 
once again the old doctrines of the law of agency which were neither 
made for nor practicably applicable to the prodigious field of Labor 
Relations. See for example, United States v. Railway Employes’ 
Department of American Federation of Labor, 283 Fed. 479, 493, (N. 
D. Ill., E. D. 1922) ; Kroger Grocery & Baking Co. v. Retail Clerks’ 
International Protective Ass’n., Local No. 424, 250 Fed. 890 (E. D. 
Mo. 1918); Union Pacific Railway Co. v. Ruef, 120 Fed. 102 D. 
Nebr. 1902) ; Southern Ry. Co. v. Machinists, 111 Fed. 49 W. D. 
Tenn. 1901). V.S.N. 


PATENTS—REISSUE—UNDUE DELAY IN FiLInc.—Appellant re- 
ceived a patent on June 30, 1942 on an application filed June 27, 1940. 
On November 11, 1943, after an unexplained delay of more than six- 
teen months, he applied for reissue of his patent to include claims 
broader than those in the original. The Primary Examiner and the 
Board of Appeals rejected the claims, stating that there was “laches 
by delay in filing the reissue application.” Held, that although the 
rule against laches in applying for reissue with broader claims had 
been drawn by the courts by analogy to the time interval of the pub- 
lic use bar, and by an Act of Congress effective August 5, 1940, 53 
Stat. 1212, 35 U. S.C. § 31, 32, 69, 73, Supp. IV, § 32 (1946), the 
public use interval had been reduced from two years to one year, 
appellant’s right to an unexplained two-year delay in filing for re- 
issue was not reduced by the Statute because his original application 
had been filed before the Statute took effect, and all patents granted 
on such applications had been specifically excepted from the effect 
of the Statute. Application of Croskey, 165 F. (2d) 797, 76 U. S. 
P. Q. 389 (C. C. P. A. 1948). 

The court assumed as settled the rule that if the application for 
reissue with broadened claims was filed within two years of the issue 
date of the patent, no special circumstances need be shown for the 
delay, as long as the public use interval affecting that patent was also 
two years. Thus the court narrowed the issue of the case to whether 
the Statute shortening the public use interval from two years to one 
year was meant to affect the patent in question. As such, the opin- 
ion is of limited significance. However, in view of previous hold- 
ings, especially In re Seabury, 108 F. (2d) 232, 44 U. S. P. Q. 118 
(C. C. P. A. 1939), the strict adherence of the court in this case to 
the analogy between the public use bar and the reissue bar periods 
is a distinct shift of opinion in favor of the patentee. 

The evils attending the practice of reissuing patents with broader 
claims years after their original publication was recognized in Miller 
v. Bridgeport Brass Co., 104 U. S. 350, 26 L. ed. 783 (1882). The 
Court there pointed out that many manufacturers, supposing that 
the field of action was open on matter disclosed but not claimed in a 
patent, had later been forced, upon enlargement of the patent, to great 
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loss or expense in continuing their activity. Balancing this public 
welfare consideration against the object of the reissue provision, which 
is to guarantee to the patentee the fruits of his invention, the Court 
nevertheless concluded that to claim part of that which is disclosed on 
the face of a patent and not to claim other parts constitutes dedication 
to the public of that which is not claimed, and that the claims could 
be enlarged only in case of a clear mistake or inadvertence followed 
by speedy application for its correction. The Court then concluded 
by the analogy that if two years’ public use is evidence of abandon- 
ment and a bar to an application for patent, “a public disclaimer in 
the patent itself should be construed equally favorable to the public.” 

The “two year” rule of Miller v. Brass Co. has been frequently 
cited. See WALKER ON PaTENTs, Deller’s Edition (1937) p. 1369. 
However, the interpretation of this rule in the principal case to mean 
that no diligence need be shown as long as the reissue application is 
made within two years is not supported by the facts of either Miller 
v. Brass Co. or the other cases cited by the court; Mahn v. Har- 
wood, 112 U. S. 354, 5 Sup. Ct. 174, 6 Sup. Ct. 451, 28 L. ed. 665 
(1884) ; Chapman v. Wintroath, 252 U. S. 126, 40 Sup. Ct. 234, 64 
L. ed. 491 (1920) ; Sontag Chain Stores Co. v. National Nut Co. of 
California, 310 U. S. 281, 60 Sup. Ct. 961, 84 L. ed. 1204 (1940). 

In both Miller v. Brass Co. and Mahn v. Harwood the reissue 
application was made more than two years after the patent issued. 
Thus the only rule to be obtained from the facts of these two cases is 
that a broadened reissue filed after two years is void unless special 
justifying circumstances are shown. This rule was clearly stated in 
Topliff v. Topliff, 145 U. S. 156, 12 Sup. Ct. 825, 36 L. ed. 658 
(1892). In the latter case the delay was four months and the reissue 
patent was held valid. However, the Court did not say that any 
reissue applied for within two years would be valid, but merely that 
“the question of whether the application was made within a reasonable 
time is . . . a question of law for the court.” 

Chapman v. Wintroath did not concern a reissue but related to a 
divisional application, the Court drawing an analogy between the time 
bar for such applications and for reissue applications. 

In the Sontag case the reissue, applied for within two years, was 
held unenforceable because of the intervening rights of a manufac- 
turer who infringed only the reissue patent. The Court there said, 
“Recapture within two years of what a patentee dedicates to the 
public through omission is permissible under specified conditions, but 
not, we think, at the expense of innocent parties.” 

While the cases cited in the principal case are thus not in point, 
In re Seabury, supra, decided by the same court, specifically held a 
reissue invalid where the unexplained delay was less than two years 
and no intervening rights appeared. The actual delay was one day 
less than two years after the original patent issued, including an un- 
explained delay of fourteen months after the applicant was informed 
by the Patent Office that he might not have the claims in a previously 
filed divisional application. The court stated that the Supreme Court 
decisions rested primarily on the conclusion that diligence and prompt- 
ness alone in applying for reissue could prevent unjustifiable hard- 
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ships upon others, and that the burden of proof is on the applicant 
to show a reasonable excuse for the delay. 

In support of its conclusions in the Seabury case the court cited 
H. W. Roos Co. v. McMillan, 64 F. (2d) 568, 17 U. S. P. Q. 191 
(C. C. A. 6th, 1933), which held a reissue invalid where the delay 
was seventeen months. In that case it was stated, “A reissue patent 
may be held invalid because of unreasonable delay in filing the appli- 
cation therefor, notwithstanding the absence of a showing of inter- 
vening private rights and even though the application were filed with- 
in two years from the date of the original issue.” 

In deciding the principal case the rule laid down in H. W. Roos 
Co. v. McMillan and followed in the Seabury case was apparently 
ignored. Whether this minimizing of the requirement of diligence 
and promptness in applying for reissue will be reflected in future 
decisions in or out of the Patent Office remains to be seen. Federico, 
Delay in Applying for Reissue (1935), 17 Jour. Pat. Orr. Soc. 756, 
892 mentions numerous cases in which, similar to Topliff v. Topliff, 
supra, reissues filed within two years were held proper in the absence 
of intervening rights. 

It may be of importance to note the proposed revision of the pat- 
ent rules, Supplement to O. G., June 29, 1948, which are of course 
liable to change. Rule 22.5 (d), with the Seabury case apparently 
in view, suggests the following: 

“When any reissue claim is broader in any respect than the patent 
claims, applicant shall explain when and under what circumstances 
he became aware of the lack of breadth in the patent claims, and shall 
further explain any delay thereafter up to the filing of such reissue 
application.” R. E. D. 





TRADE REGULATION—FEDERAL ANTI-TRUST LAws—SHERMAN 
Act—SuIt By PRIVATE Party FOR INJUNCTION RESTRAINING CoN- 
CERTED ACTION OF CompeTIToRS.—Owner of radio broadcasting sta- 
tion WSAY at Rochester, New York, sought treble damages and a 
permanent injunction against the four chain broadcasting networks 
for violating sections 1 and 2 of the Sherman Act, 26 Stat. 209 
(1890), as amended, 50 Start. 693 (1937), 15 U.S. C. $§ 1-2 (1946). 
_ Station WSAY charged that the networks, by concerted action, 
had, through a series of mutually exclusive contracts, linked to- 
gether important broadcasting stations and advertisers and used the 
resulting power to dictate the price at which all broadcasting facilities 
would be available, with the purpose and effect of excluding Station 
WSAY from the network advertising market. A temporary injunc- 
tion was sought against two of the chain networks, American and 
Mutual, to prevent them from withdrawing their programs from Sta- 
tion WSAY pursuant to the alleged conspiracy because WSAY would 
not sign an affiliation contract. Plaintiff appeals from an order deny- 
ing such preliminary injunction. Held, such motions are largely with- 
in the discretion of the judge hearing the motion and the court has no 
reason to suppose that he abused his discretion in the present case. 
Federal Broadcasting System Inc. v. American Broadcasting Co. Inc. 
and Mutual Broadcasting System Inc., 167 F. (2d) 349 (C. C. A. 
2d, 1948), cert. den. 69 Sup. Ct. 43 (1948). 
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The court considered the seeking of the temporary injunction as in 
effect an application for a mandatory injunction pendente lite in order 
to compel American and Mutual to continue their existing relation- 
ships by providing plaintiff’s station with programs. Only in unusual 
cases are mandatory injunctions issued pendente lite as where the 
rights of the parties are clear. Whitecar v. Michenor, 37 N. J. Eq. 6 
(1883). The record at present before the court showed no persuasive 
evidence of a conspiracy to boycott or otherwise lawfully exclude 
plaintiff from obtaining network programs. Broadcasters are not 
common carriers and are not to be dealt with as such. 48 Stat. 1070 
(1934), 47 U. S. C. §§ 201-221 (1946). The field of broadcasting 
is one of free competition. Federal Communications Commission Vv. 
Sanders Brothers Radio Station, 309 U. S. 470, 60 Sup. Ct. 761, 84 
L. ed. 869 (1940). Therefore, in the absence of concerted action, a 
network may cancel and make-such contracts for distribution of its 
programs as it chooses. 

Although the inconclusiveness of the alleged conspiracy was suf- 
ficient to dispose of the problem of a temporary injunction, the ques- 
tion of a permanent injunction against chain networks presents a 
fundamental problem in a frontier field of law. The present extension 
of the Federal anti-trust laws to restraints of trade by professional 
medical groups, American Medical Association v. United States, 317 
U. S. 519, 63 Sup. Ct. 328, 87 L. ed. 434 (1943), insurance associ- 
ations, United States v. South Eastern Underwriters Association, 322 
U. S. 533, 64 Sup. Ct. 1162, 88 L. ed. 1440 (1944), and newsgather- 
ing agencies, Associated Press v. United States, 326 U. S. 1, 65 Sup. 
Ct. 1416, 89 L. ed. 2013 (1945), serves to indicate the areas of pro- 
fessional and civil rights affected by the ramifications of anti-trust law 
enforcement. 

The emergence of radio as a vital channel of public expression in- 
vites particular analogy to the Associated Press case, supra. In a 
concurring opinion in this case, Justice Frankfurter said at p. 28: 
“... the freedom of enterprise protected by the Sherman Law neces- 
sarily has different aspects in relation to the press than in the case of 
ordinary commercial pursuits. The interest of the public is to have 
the flow of news not trammeled by the combined self-interest of those 
who enjoy a unique constitutional position precisely because of public 
dependence on a free press. A public interest so essential to the vital- 
ity of our democratic government may be defeated by private restraints 
no less than by public censorship.” It is to be noted that the same 
Justice, speaking for the Court five years previously in Federal Com- 
munications Commission v. Sanders Brothers Radio Station, supra, 
stated that the field of broadcasting was one of free competition. 

The court felt it was improper in the instant case to grant a tempor- 
ary injunction upon the charge that the networks have unlawful ex- 
clusive contracts with their stations. The judicial appraisal of this 
arrangement was not governed by the unlawful per se rule followed 
in price fixing cases, United States v. Socony-Vacuum Oil Co., 310 
U. S. 150, 60 Sup. Ct. 811, 84 L. ed. 1129 (1940); United States v. 
Trenton Potteries Co., 273 U. S. 392, 47 Sup. Ct. 377, 71 L. ed. 700, 
50 A. L. R. 989 (1937), but by the rule of reason which considers 
the significance of the restraint in relation to a particular industry, 
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Appalachian Coals, Inc. v. United States, 288 U. S. 344, 53 Sup. Ct. 
471, 77 L. ed. 825 (1933); Board of Trade of City of Chicago v. 
United States, 246 U. S. 231, 38 Sup. Ct. 242, 62 L. ed. 683 (1918). 
The rule of reason seems to be peculiarly applicable to the network 
exclusive contract arrangements, for they were specifically sanctioned 
by the Federal Communications Commission after protracted hearings 
and consideration in the light of the Sherman Anti-Trust Act, supra. 
The F. C. C. Report on Chain Broadcasting, Comm. Order No. 37, 
Docket No. 5061, May, 1941, p. 46, states: “The prohibitions of the 
Sherman Act apply to broadcasting. This Commission, although not 
charged with the duty of enforcing that law, should administer its 
regulatory powers with respect to broadcasting in the light of pur- 
poses which the Sherman Act was designed to achieve.” 

In the principal case, plaintiff, as evidence of a conspiracy to dic- 
tate the price at which broadcasting facilities would be available, says 
defendants gave notice of termination of their agreements with plain- 
tiff on the same day and that the affiliation agreements presented 
to plaintiff showed a general uniformity in form and practice. The 
court rejected the first reason because American and Mutual were 
competitors and time was of the essence in putting into operation their 
new affiliation contracts. The second reason was considered unper- 
suasive, as general uniformity in form and practice may be nothing 
more than common business solutions to identical problems in com- 
petitive industry. 

Although concert of action and uniformity of form and practice 
have been important elements in most implied conspiracy cases, the 
rationale of these decisions seems to be based on a more fundamental 
premise. It has been considered enough to warrant a finding of con- 
spiracy within the meaning of the federal anti-trust statutes if there 
was evidence that persons with knowledge that concerted action was 
contemplated and invited gave adherence to and then participated in 
a scheme. United States v. U. S. Gypsum Co., 333 U. S. 364, 68 Sup. 
Ct. 461, 92 L. ed. 451 (1948) ; United States v. Bausch & Lomb Co., 
321 U. S. 707, 64 Sup. Ct. 805, 88 L. ed. 1024 (1944) ; United States 
v. Masonite Corp., 316 U. S. 265, 62 Sup. Ct. 1070, 86 L. ed. 1461 
(1942); Interstate Circuit v. United States, 306 U. S. 208, 59 Sup. 
Ct. 467, 83 L. ed. 610 (1939). Delivered price cases dealing with the 
problem of trade conspiracy have been similarly decided. Federal 
Trade Commission v. The Cement Institute, 333 U. S. 683, 68 Sup. 
Ct. 793, 92 L. ed. 806 (1948) ; United States Malsters Association v. 
Federal Trade Commission, 152 F. (2d) 161 (C. C. A. 7th 1945). 
A background group of earlier trade association cases indicates that 
the legality of the members’ concerted activity depends on no single 
element but on an analysis of the trade association program as a 
whole. Sugar Institute Inc. v. United States, 297 U.S. 553, 56 Sup. 
Ct. 629, 80 L. ed. 859 (1936); Maple Flooring Mfrs. Assn. v. 
v. United States, 268 U. S. 563, 45 Sup Ct. 568, 69 L. ed. 1093 
(1925) ; Cement Mfgs. Protective Association v. United States, 268 
U. S. 588, 45 Sup. Ct. 586, 69 L. ed. 1104 (1925); United States v. 
American Linseed Oil Co., 262 U. S. 371, 43 Sup. Ct. 607, 67 L. ed. 
1035 (1923) ; American Column & Lumber Co. v. United States, 257 
U. S. 377, 42 Sup. Ct. 114, 66 L. ed. 284, 21 A. L. R. 1093 we 
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